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The excitement of e-business, a new president, the fall of the dot-coms, an economy 
in recession, the tragic events of September 11, 200 1, America's war on terrorism- 
many historical episodes have occurred since the third edition of Human Resource 
Management: Gaining a Competitive Advantage. As a result of these events, many of us 
have examined our personal and professional priorities and perhaps spent more time 
in quiet reflection to give thanks for what we have or to consider the value of free¬ 
dom and democracy. Security, whether in the context of personal safety or employ¬ 
ment, has taken on greater meaning. 

The events that have occurred also have forced most companies to reexamine 
their business priorities and place more emphasis on providing value to customers, 
shareholders, and employees. Traditionally, the concept of value has been considered 
a function of finance or accounting. However, we believe that how human resources 
are managed is crucial to the long-term value of a company and ultimately to its sur¬ 
vival. Our definition of value includes not only profits but also employee growth and 
satisfaction, additional employment opportunities, protection of the environment, 
and contributions to community programs. Organizations' resources are stretched 
tighter than ever, and allocating those resources wisely is imperative. For that reason, 
all functions in an organization must work together to contribute whatever they can; 
and all functions, particularly human resource management, are increasingly being 
scrutinized for the value they add. 

We believe that all aspects of human resource management-including how com¬ 
panies interact with the environment; acquire, prepare, develop, and compensate 
human resources; and design and measure work-can help companies meet their 
competitive challenges and create value. Meeting challenges is necessary to create 
value and to gain a competitive advantage . 


••• The Competitive Challenges 

The challenges organizations face today can be grouped into four categories: 

• The new economy challenge. Changes in the economy, including the develop¬ 
ment of e-business and growth in professional and services jobs, have made it in¬ 
creasingly important for companies to find and keep talented employees. Compa¬ 
nies in today's economy use mergers and acquisitions, growth, and downsizing to 
successfully compete. While companies rely on employees with high math, verbal, 
and information skills (that is, knowledge workers) to be productive, innovative, 
and creative, work is demanding, and companies cannot guarantee job security, es¬ 
pecially in an economic recession. The human resource'management challenge is 
how to build a committed, productive workforce in turbulent economic conditions 
that offer opportunity for financial success but can also quickly turn sour, making 
every employee expendable. To successfully compete in the new economy, compa- 
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nies are providing more flexible work schedules, training and development oppor¬ 
tunities, and incentive-based compensation plans. Companies are also using elec¬ 
tronic HRM applications to give employees more ownership of the employment 
relationship through the ability to enroll in and participate in training programs, 
change benefits, and communicate with coworkers and customers online. 

• The global challenge. Increasingly, organizations are finding that to survive they 
must compete with organizations around the world. Companies must both defend 
their domestic markets from foreign competitors and broaden their scope to en¬ 
compass global markets. Recent threats to and successes of U.S. businesses have 
proven that globalization is a continuing challenge. 

• The challenge of meeting stakeholders' needs. The key to success in today's busi¬ 
ness environment is to simultaneously meet investor or financial needs and those 
of other stakeholders including customers, employees, and the community. Com¬ 
panies are challenged to reach financial objectives through meeting customer 
needs and employee needs. Innovation, cost reduction, and quality objectives that 
relate directly to the financial success or failure of the firm are influenced by human 
resource management practices. Forward-looking businesses are capitalizing on the 
strengths of a diverse workforce. Businesses are realizing the advantages they have 
in attracting, retaining, and motivating employees through ethical and responsible 
actions. Successful companies have human resource management practices that 
motivate and reward employees to provide high-quality products and services. 

• The high.performance work systems challenge. Using new technologies such as 
computer-aided manufacturing, virtual reality, expert systems, and the Internet can 
give companies an edge. New technologies can result in employees' "working 
smarter" as well as providing higher-quality products and services to customers. 
However, companies that have seen the greatest gains from new technology have 
human resource management practices that support the use of technology. Work, 
training programs, and reward systems often need to be reconfigured to support 
employees' use of new technology. Thus the three links of high-performance work 
systems are (1) human resources and their capabilities, (2) new technology and its 
opportunities, and (3) efficient work structures and policies that allow employees 
and technology to interact. The strength of each of these links determines an or¬ 
ganization's competitiveness. 

We believe that organizations must successfully deal with these challenges to cre¬ 
ate and maintain value, and the key to facing these challenges is a motivated, well- 

trained, and committed workforce . 


••• The Changing Role of the Human 
Resource Management Function 

The human resource management (HRM) profession and practices have undergone 
substantial change and redefinition. Many articles written in both the academic and 
practitioner literature have been critical of the traditional HRM function. Unfortu¬ 
nately, in many organizations HRM services are not providing value but i\lstead are 
mired down in managing trivial administrative tasks. Where this is true, HRM de¬ 
partments can be replaced with new technology or outsourced to a vendor who can 
provide higher-quality services at a lower cost. Although this recommendation is in¬ 
deed somewhat extreme (and threatening to both HRM practitioners and those who 
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teach human resource management!), it does demonstrate that companies need to 
ensure that their HRM functions are creating value for the firm. 

Technology should be used where appropriate to automate routine activities, and 
managers should concentrate on HRM activities that can add substantial value to the 
company. Consider employee benefits: Technology is available to automate the 
process by which employees enroll in benefits programs and to keep detailed records 
of benefits usage. This use of technology frees up time for the manager to focus on ac¬ 
tivities that can create value for the firm (such as how to control health care costs and 
reduce workers' compensation claims). 

Although the importance of some HRM departments is being debated, everyone 
agrees on the need to successfully manage human resources for a company to maxi¬ 
mize its competitiveness. Three themes emerge from our conversations with managers 
and our review of research on HRM practices. First, in today's flatter organizations, 
managers themselves are becoming more responsible for HRM practices. Second, 
most managers believe that their HRM departments are not well respected because of 
a perceived lack of competence, business sense, and contact with operations. Third, 
many managers believe that for HRM practices to be effective they need to be related 
to the strategic direction of the business. This text emphasizes how HRM practices 

can and should contribute to business goals and help to improve product and service 
quality and effectiveness. 

Our intent is to provide students with the background to be successful HRM pro¬ 
fessionals, to manage human resources effectively, and to be knowledgeable con¬ 
sumers of HRM products. Managers must be able to identify effective HRM practices 

to purchase these services from a consultant, to work with the HRM department, or 

to design and implement them personally. The text emphasizes how a manager can 

more effectively manage human resources and highlights important issues in current 
HRM practice. 

We think this book represents a valuable approach to teaching human resource 
management for several reasons: 

• The text draws from the diverse research, teaching, and consulting experiences of 
four authors. They have taught human resource management to undergraduates, 
traditional day MBA students as a required and elective course, and more experi¬ 
enced managers and professional employees in weekend and evening MBA pro¬ 
grams. The teamwork approach gives a depth and breadth to the coverage that is 
not found in other texts. 

• Human resource management is viewed as critical to the success of a business. The 
text emphasizes how the HRM function, as well as the management of human re¬ 
sources, can help companies gain a competitive advantage. 

• The book discusses current issues such as e-HRM, finding and keeping talented 
employees, diversity, and use of teams, all of which have a major impact on busi¬ 
ness and HRM practice. 

• Strategic human resource management is introduced early in the book and inte¬ 

grated throughout the text. 

• Examples of how new technologies are being used to improve the efficiency and ef¬ 
fectiveness of HRM practices are provided throughout the text. 

•• Organization 

Human Resource Management: Gaining a Competitive Advantage includes an introduc¬ 
tory chapter (Chapter 1) and five parts. 
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Chapter 1 provides a detailed discussion of the global, new economy, stakeholder, 
and work system challenges that influence companies' abilities to successfully meet 
the needs of shareholders, customers, employees, and other stakeholders. We discuss 
how the management of human resources can help companies meet the competitive 
challenges. 

Part 1 includes a discussion of the environmental forces that companies face in at¬ 
tempting to capitalize on their human resources as a means to gain competitive ad¬ 
vantage. The environmental forces include the strategic direction of the business, the 
legal environment, and the type of work performed, and physical arrangement of the 
work. 

A key focus of the strategic human resource management chapter is highlighting 
the role that staffing, performance management, training and development, and com¬ 
pensation play in different types of business strategies. A key focus of the legal chap¬ 
ter is enhancing managers' understanding of laws related to sexual harassment, affir¬ 
mative action, and accommodations for disabled employees. The various types of 
discrimination and ways they have been interpreted by the courts are discussed. The 
chapter on analysis and design of work emphasizes how work systems can improve 
company competitiveness by alleviating job stress and by improving employees' mo¬ 
tivation and satisfaction with their jobs. 

Part 2 deals with the acquisition and preparation of human resources, including 
human resource planning and recruitment, selection, and training. The human re¬ 
source planning chapter illustrates the process of developing a human resource plan. 
Also, the strengths and weaknesses of staffing options such as outsourcing, use of con¬ 
tingent workers, and downsizing are discussed. Strategies for recruiting talented em¬ 
ployees are emphasized. The selection chapter emphasizes ways to minimize errors in 
employee selection and placement to improve the company's competitive position. 
Selection method standards such as validity and reliability are discussed in easily un¬ 
derstandable terms without compromising the technical complexity of these issues. 
The chapter discusses selection methods such as interviews and various types of tests 
(including personality, honesty, and drug tests) and compares them on measures of va¬ 
lidity, reliability, utility, and legality. 

We discuss the components of effective training systems and the manager's role in 
determining employees' readiness for training, creating a positive learning environ¬ 
ment, and ensuring that training is used on the job. The advantages and disadvan¬ 
tages of different training methods are described, such as e-Ieaming. 

Part 3 explores how companies can determine the value of employees and capital¬ 
ize on their talents through retention and development strategies. The performance 
management chapter examines the strengths and weaknesses of performance man¬ 
agement methods that use ratings, objectives, or behaviors. The employee develop¬ 
ment chapter introduces the student to how assessment, job experiences, formal 
courses, and mentoring relationships are used to develop employees. The chapter on 
retention and separation discusses how managers can maximize employee productiv¬ 
ity and satisfaction to avoid absenteeism and turnover. The use of employee surveys 
to monitor job and organizational characteristics that affect satisfaction and subse¬ 
quently retention is emphasized. 

Part 4 covers rewarding and compensating human resources, including designing 
pay structures, recognizing individual contributions, and providing benefits. Here we 
explore how managers should decide the pay rate for different jobs, given the com¬ 
pany's compensation strategy and the worth of jobs. The advantages and disadvan¬ 
tages of merit pay, gainsharing, and skill-based pay are discussed. The benefits chap¬ 
ter highlights the different types of employer-provided benefits and discusses how 
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benefit costs can be contained. International comparisons of compensation and ben¬ 
efit practices are provided. 

Part 5 covers special topics in human resource management, including labor- 
management relations, international HRM, and managing the HRM function. The 
collective bargaining and labor relations chapter focuses on traditional issues in 
labor-management relations, such as union structure and membership, the organizing 
process, and contract negotiations; it also discusses new union agendas and less ad¬ 
versarial approaches to labor-management relations. Social and political changes, 
such as introduction of the euro currency in the European Community, are discussed 
in the chapter on global human resource management. Selecting, preparing, and re¬ 
warding employees for foreign assignments are also discussed. The text concludes 
with a chapter that emphasizes how HRM practices should be aligned to help the 
company meet its business objectives. The chapter emphasizes that the HRM func¬ 
tion needs to have a customer focus to be effective. 

Video cases at the end of each part integrate the concepts presented. These cases 
are intended to give students practice dealing with real HRM issues that companies 
are facing. 
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A Guided Tour 



1t»e Fourth Edition of 
Human Resource 
Management: 

Gaining a 

Competitive Advantage 
was developed to teach 
students how to face 
and meet a variety of 
challenges within their 
organizations and how 
to gain a competitive 
advantage for their 
companies. 


Throughout this text, 
special boxed areas 
focus on four distinct 
categories-in order to 
teach readers about all 
the aspects of human 
resource management. 
These boxes are found 
in every chapter and 
provide excellent 
real-business examples 
to underscore key 
concepts throughout 
the text. 

Please take a moment 
to leam about this new 
edition and its exciting 
enhancements by paging 
through this visual guide 
outlining the text’s new 
features. 
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NEW 

“Competing in the New Economy” boxes provide examples of how 
companies are using HRM practices to successfully compete in the 
digital age. Successful companies use technology such as the Web to 
streamline HRM practices, bring training and performance feedback 
to employees’ desktops, and get employees more involved in making 
choices about compensation and benefits; they also focus on 
practices that encourage employees to be innovative, creative, and 
satisfied. Topical coverage includes e-HRM, e-commerce, knowledge 
workers, off-site workers, knowledge management, and more. 


K-Learning Helps Build 
Man;»ge»w:nj|T;ilenl 


To succeed in the new econ¬ 
omy, companies need to 
identify employees with mana¬ 
gerial talent and help managers 
develop skills needed to be 
more effective. To attract and 
retain talented employees wf>o 
are m short supply, companies 
must offer training and devel¬ 
opment opportunities on t fe 
Web to meet the needs c|£ ~, 
geographically dispersed tiSil 
force dealing with many v 
demands. IBM's 'Basic Blf 
Managers” program usesL 
e-leaming and face-to-facT 
classroom experiences. Ttj 
program helps managers 
derstand their responsibili 
managing performance, a 
ptoyee relations, diversity] 
nxihicuftural issues. It m 
the learning of all basic 
agement skills to the Wetfe 
using classroom expeneni 
more complex managemrf 
sues, it also gives manegd 
and the« bosses greater 
sponsibility for developer 
while the company fxovA 
support in the form of un»; 
access to development 
ties and support nefworkJ. 
learning model includes ' 


• Management quick views: 
These provide practical 
information on over 40 
common management topics 
related to how to conduct 
business, leadership and 
management competencies, 
productivity, and HRM issues. 

• Interactive learning modules 

jKjq.stniylawns, These irngr:,. 


nity. Through challenging ac¬ 
tivities and assignments man¬ 
agers gain increased 
awareness of themselves, 
their work teams, and IBM. 
The program recognizes the 
roles of the boss as coach, sup¬ 
porter, and role model. The 
boss is involved in the program 


How Does Pay Influence Labor Force 
Composition? 

Traditionally, using pay to recognize employee contributions has been thought of as a 
way to influence the behaviors and attitudes of current employees, whereas pay level 
and benefits have been seen as a way to influence so-called membership behaviors: 
decisions about whether to join or remain with the organization. However, there is 
increasing recognition that individual pay programs may also affect the nature and 
composition of an organization's workforce. 12 For example, it is possible that an or¬ 
ganization that links pay to performance may attract more high performers than an 


“Competing through Globalization” boxes 
examine the effective HRM practices that U.S. 
businesses have used to deal with global threats 
and create global successes. 

























COMPETING 
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NEEDS 


COMPETING 

THROUGH 

HIGH- 

PERFORMANCE 
WORK SYSTEMS 


One would have great difficulty 
ignoring the massive “war for 
talent' that went on during die 
late 1990s, particularly with the 
notable dot-com craze. Firms 
during this time sought to 
become 'employers of choice," 
to establish 'employment 
brands, ’ and to develop 
“employee value propositions' 
as ways to ensure that they 
would be able to attract add 
retain talented employees. 
However, what few probably 
noticed was that in spite of the 
hiring craze, this Was also a 


time of massive layoffs. In fact, workforce by 16,000 in 1996 
1998, the height of the war for The important question fac¬ 
ta lent, also saw the largest ing firms is, How can we 

number of layoffs in the develop a reputation as an am- 

decade. ployer of choice, and engage 

This hew trend seems to employees to the goeb of the 
represent a "chum* of firm, while constantly laying off 

employees, in which firms lay a*signiftwtt portjoo <rfour 
off those with outdated ska* or workforce? How ferns ans w or 
cut whole businesses that are inthis question wff determine 
declining markets while how they can compete by 

simultaneously budding meeting the stakeholder needs 

businesses and employee bases of their employe**, 
in newer, high-growth markets. sri)Trr .. uiti -HwOo—tthe «■■»<< 
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people and increased its 
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When Reggie Peterson showed One solution to this problem At Suburban Hospital, this 

up at the emergency depart- offered by the National Acad- team-based approach is 

mem of his local university »my of Sciences was to credited with reducing errors, 

medical center, bft was cftipfsy- organtza work around teams, as shortening the time patients : 

ing fluKka symptom*.',fhrwjif.'-' opposed to individual doctors spend in the small (12-bed) ICU 
tested and examined firstby a . and burses. For example. Sub- unit and improving the 

run-se, who suspected he had urban Hospital in Bethesda, communication between 

meningitis, Bn inflammation of Maryland; has adopted a team- patients, their families, and the . 
the brwn. A doctor who subse- based approach in its Intensive medical staff. It also has 

quently examined him Care Unit (ICU). Each team In- reduced tit* time patients 

diagnosedlhe problema* s&»- dudes an ICU spedalist a : ^end on ventilators by 25 

pie flu and sent him home-, pharmacist, a nutritionist, a scr- percent, which is critical 
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“Competing by Meeting Stakeholders’ Needs” 
boxes discuss the continuous challenges that 
companies face of how to reach their financial 
objectives and meet the needs of multiple 
stakeholders, including shareholders, employees, 
and the community. 


people while churning employees In response to changing skill requirements de¬ 
manded by the dynamic Competitive environment. 

Research has indicated rhat few companies have fully integrated HRM into the 
strategy Cmv.ibtion process.*-’ As we've mentioned before, companies are beginning 




“Competing through High-Performance 
Work Systems” boxes give examples of 
companies that developed new technologies 
and efficient work structures and policies that 
made them more competitive. 

















































employees in the fafl of 
2001, Southwest Airlines 
was able to avoid arty 
layoffs. Other cuts 
needed to be made, but 
the employees remained 
at the forefront of their 
company. What 
advantages and 
disadvantages may occur 
because of these 




Southwest 
Airlines: 
Focused on 
Take-Offs, 
Not Layoffs 

In the summer of 2001, 
the airline industry was 
facing severe problems 
due to slumping busi¬ 
ness travel and 
vacationer demand. In 
fact. Northwest Airlines 
announced draconian 
cuts in both schedules 
and service; Midway 
Airlines declared bank¬ 
ruptcy in August of 
that year, citing 
"calamitous" decline in 
air traffic. However, as 
bad as things were, 
they soon got worse. 

The September 11, 
2001, terrorist attacks 


on New York and 
Washington, D.C., dev¬ 
astated the whole 
nation, but few seg¬ 
ments of the economy 
felt the impact as dra¬ 
matically as the already 
struggling airline in¬ 
dustry. Even after 
reducing scheduled 
flights by more than 20 
percent, most planes 
were taking off with 
fewer than half their 
seats filled, and airline 
shares lost a third of 
their value on the stock 
exchange. Most air¬ 
lines needed to cut 
costs drastically in 
order to make ends 
meet, and over 
100,000 employees 
were eventually laid off 
from American Airlines, 
United Airlines, US Air¬ 
ways, Continental 
Airlines, and America 
West. 


Southwest Airlines 
bucked this trend, 
however. Indeed, de¬ 
spite the regular ups 
and downs of the air¬ 
line industry, in its 30 
years of operation, 
Southwest has never 
laid off employees; re¬ 
markably, it was able 
to maintain this record 
even during the diffi¬ 
cult Fall 2001 period. 
Southwest's no-layoff 
policy is one of the 
core values that under¬ 
lie its human resource 
strategy, and insiders 
stress that it is one of 
the main reasons why 
the Southwest work¬ 
force is so fiercely 
loyal, productive, and 
flexible. 

The high productiv¬ 
ity of these workers 
helps keep labor costs 
low, and these savings 
are passed on to con¬ 


sumers in the form of 
lower prices that are 
sometimes half those 
offered by competi¬ 
tors. High levels of job 
security also promote a 
willingness on the part 
of Southwest employ¬ 
ees to be innovative 
on the job without 
fearing that they will 
be punished for any 
mistakes. Southwest 
also finds that satisfied 
employees help create 
satisfied customers and 
can even help in re¬ 
cruiting new 
employees when eco¬ 
nomic conditions are 
conducive to growth. 

In order to keep 
this perfect no-layoff 
record in 2001, South¬ 
west executives 
assembled into an 
emergency command 
and control center in 
Dallas and brain- 


Learning objectives at the beginning of each chapter 
inform students about the key concepts they should 
understand after reading through the chapter. 


The chapter-opening vignettes present a real 
business problem or issue that provides background 
for the issues discussed in the chapter. 


“Finding and Keeping the Best Employees” 
information appears throughout the text, showing 
the various strategies through which companies hire 
and retain talent. 


Compensation of Human Resources 

provide vouchers or discounts for employees to use at existing child care facilities (5 
percent of companies). At the highest level, firms provide child care at or near their 
worksites (9 percent of companies). Toyota’s Child Development Program provides 
24-hours-a-day care for children of workers at its Georgetown, Kentucky, plant. This 
facility is designed to meet the needs of employees working evening and night shifts 
who want their children to be on the same schedule. In this facility, the children are 
kept awake all night. At the end of the night shift, the parents pick up their children 
and the whole family goes home to bed.’ 9 

An organization's decision to staff its own child care facility should not be taken 
lightly. It is typically a costly venture with important liability concerns. Moreover, the 
results, in terms of reducing absenteeism and enhancing productivity, are often 
mixed. One reason for this is that many organizations arc “jumping on the day care 
bandwagon" without giving much thought to the best form of assistance for their spe¬ 
cific employees.*-' Organizations that fail to do an adequate needs assessment often 
wind up purchasing the wrong alternative. For example, one Fortune 500 company 
found that less than 2 percent of its workforce used a flexible spending account that 
had been adopted as the chief company policy on child care. The waste and ineffi¬ 
ciency of this practice could have been avoided had a more thorough needs analysis 
been conducted before the program was implemented.’' 1 

As an alternative example, Memphis-based First Tennessee Bank, which was los¬ 
ing 1,500 days of productivity a year because of child care problems, considered 
creating its own on-sitc day care center. Before acting, however, the company sur¬ 
veyed its employees. This survey indicated that the only real problem with day care 
occurred when the parents' regular day care provisions fell through because of sick¬ 
ness on the part of the child ot provider. Based on these findings, the hank opted to 
establish a sick-child care center, which was less costly and smaller in scope than a 
full-time center and yet still solved the employees' major problem. As a result, ab¬ 
senteeism dropped so dramatically that the program paid for itself in the first nine 
months of operation.' 2 

Finding and Keeping the Best Employees 

PriceWatethouseCoopers (PWC), the accounting and consulting firm, has seen many 
of its clients turn to cost cutting as the economy slows. That, in turn, has led PWC 
to examine its own expenses, including those in the area of employee benefits. But 
-that overhaul has not touched one key benefit: flexible work arrangements. Employ¬ 
ees are still free to leave work early or to telecommute to help them balance work and 
nonwork responsibilities. Even as employers slash jobs and cut small perquisites such 
as free food and drinks, they continue to provide programs that help employees jug¬ 
gle work and personal lives—tjiostly because they believe these programs help retain 
valued workers, who are being asked to do more as workforce reductions eliminate po¬ 
sitions but not necessarily work. At Cisco Systems, which has also faced difficult fi¬ 
nancial times, telecommuting continues to be a core benefit, and its day care center 
at company headquarters in San Jose, California, continues to operate at capacity. 
Cisco feels that these benefits enhance productivity, which is all the more important 
given difficult times. These companies are looking ahead to a future that will once 
again bring growth; they want to he ready by retaining a group of dedicated and pro¬ 
ductive employees to take advantage of that opportunity when it comes. 

SOURCE: 'Benefits and the Bottom Line," The News and Observer, Raleigh, NC (October 14. 

2001). 
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characteristics of the job will "inoculate" them to such characteristics seems unwar¬ 
ranted, based on the research conducted to date. 41 Thus we return to the conclusion 
that an organization's decisions about personnel policies that directly affect the job’s 
attributes (pay, security, advancement opportunities, and soon) will probably be more 
important than recruiter traits and behaviors in affecting job choice. 

Enhancing Recruiter Impact. Although research suggests that recruiters do not 
have much influence on job choice, this does not mean reciuitets cannot have an im¬ 
pact. Most recruiters receive little training. 42 Recent research has attempted to lind 
conditions in which recruiters do make a difference. Based on this research, an or¬ 
ganization can take several steps to increase the impact that recruiters have on those 
they recruit. 

First, recruiters can provide timely feedback. Applicants react very negatively to 
delays in feedback, often making unwarranted attributions for the delays (such as. the 
organization is uninterested in my application). Second, recruiters need to avoid be¬ 
haviors that might convey the wrong organizational impression 41 Table 5.5 lists 
quotes from applicants who felt that they had had extremely bad experiences with re¬ 
cruiters. Third, recruiting can be done in teams rather than by individuals. As we 
have seen, applicants tend to view line personnel (job incumbents and supervisors) 
as more credible than personnel specialists, so these kinds of rectuiteis should be part 
of any team. On the other hand, personnel specialists have knowledge that is not 
shared by line personnel (who may perceive recruiting as a small part of their “real” 
jobs), so they should be included as well. 


The chapter opener showed how Southwest Airlines steadfastly refused to lay off 
.workers, despite the pressure applied by the external environment. This one in¬ 
stance of behavior, however, was simply an extension of a long-term culture that 
\jsed methods other than layoffs as a means of managing a labor surplus, 
f Questions 

1. Based on this chapter, what steps can other firms that want to emulate South¬ 
west take In order to avoid layoffs? That is. what are some alternatives to lay 
offs for avoiding a labor surplus? 

2. How does the way a firm reacts to a labor shortage affect its ability to suc¬ 
cessfully manage a labor surplus? 


i 

Human resource planning uses labor supply and demand 
forecasts to anticipate labor shortages and surpluses. It also 
entails programs that can be utilized to reduce a labor sur¬ 
plus (such as downsizing and early retirement programs) 
and eliminate a labor shortage (like bringing in temporary 
workers or expanding overtime). When done well, human 
resource planning can enhance the success of the organi¬ 
zation while minimizing the human suffering resulting 


front poorly anticipated labor surpluses or shortages. 
Human resource recruiting is a buffer activity that cteates 
an applicant pool that the organization can draw from in 
the event of a labor shortage that is to be filled with new 
hires. Organizational recruitment programs affect applica¬ 
tions through personnel policies (such as promote-from- 
within policies or due process provisions) that affect the 
attributes of the vacancies themselves. They can also 


CHAPTER 3 The Legal Envir 


t: Equal Employment Opportunity and Safety 


employees perceive the company's affirmative action policies. If the OFCCP finds 
that the contractors or subcontractors are not complying with the executive order, 
then its representatives may notify the EEOC (if there is evidence that Title VII has 
been violated), advise the Department of Justice to institute criminal proceedings, re¬ 
quest that the Secretary of Labot cancel or suspend any current contracts, and forbid 
the firm from bidding on future contracts. This last penalty, called debarment, is the 
OFCCP’s most potent weapon. 

Having discussed the major laws defining equal employment opportunity and the 
agencies that enforce these laws, we now address the various types of discrimination 
and the ways these forms of discrimination have been interpreted by the courts in a 
number of cases. 


Types of Discrimination 

How world you know if sou had been discriminated against ’ Assume that you have 
applied foe a job and were not hired. How do you know if the organirarion decided 
not to hire you because you are unqualified, because you are less qualified than the 
individual ultimately hired, or simply' because the person in charge of the hiring 
decision “didn’t like your type"? Discrimination is a multifaceted issue. It is often not 
o determine the extent to which unfair discrimination affects an employer's 


Legal scholars have identified three theories of discrimination: disparate treat¬ 
ment, disparate impact, and reasonable accommodation. In addition, there is protec¬ 
tion for those participating in discrimination cases or opposing discriminatory ac¬ 
tions. In the act, these theories are stated in very general terms. However, the court 
system has defined and delineated these theories through the cases brought before it. 
A comparison of the theories of discrimination is given in Table 3.3. 


Disparate Treatment 

Disparate treatment exists when individuals in similar situations are treated differ¬ 
ently and the different treatment is based on the individual's race, color, religion, sex, 
national origin, age, or disability status. If two people with the same qualifications 
apply for a job and the employer decides whom to hire based on one individual’s race, 
the individual not hired is a victim of disparate treatment. In the disparate treatment 
case the plaintiff must prove that there was a discriminatory motive—that is, that th^ 
employer intended to discriminate. 

Whenever individuals arc treated differently because of their race, sex, c 
there is disparate treatment. For example, if a company fails to hire worn pt( with 
school-age children (claiming the women will he frequently absent) but J 
with schrxil-age children, the applicants are being treated differently bfced 1 
Another example would he an employer who checks the references^fW investigates 
the conviction records of minority applicants but does not do so far'white applicants. 
Why are managers advised not to ask about marital status? Bcpduse in most cases, a 
manager will either ask only the female applicants or, if the jrianager asks Kith males 
and females, he or she will make different assumptions ak^ut females (such as “She 
will have to move if her husband gets a job elsewhere males (such as “He’s very 
stable"). In all these examples, notice that (1) peoplpfire being treated differently and 
(2) there is an actual intent to treat them diffen 


A theory of 
discrimination based 
on different 
reatments given to 
ndividuals because 
of their race, color, 
religion, sex, 
national origin, age. 
or disability status. 


NEW 

A new end-of-chapter segment, 

“A Look Back,” encourages students to recall 
the chapter’s opening vignette and apply it to 
what they have just learned. 


NEW 

Key terms are highlighted and defined in 
the margin in order to help students learn 
the language of HRM. 


CHAPTER 2 Strategic Human Resource Management 

way with bojK^the flight attendants and the mechanics. In addition, labor costs 
have beeiy^riven up as a result of the union activity. The pilots signed a lucrative 
(tract that will place them at the highest pay in the industry. In an ef- 
^iead off the organizing drive, the mechanics were recently given raises to 
farly put them at the industry top. Now the flight attendants are seeking in¬ 
dustry-leading pay irrespective of but certainly encouraged by the union drive.'-' 

’ The Delta Air Lines story provides a perfect example of the perils that can await 
firms that fail to adequately address human resource issues in the formulation and 
implementation of strategy. 

Questions 

1. How does the experience of Delta Air Lines illustrate the interdependence 
between strategic decisions of "how to compete" and "with what to com¬ 
pete?" Consider this with regard to both strategy formulation and strategy 
implementation. 

2. If you were in charge of HRM for Delta Air Lines now, given the issues de¬ 
scribed in the “A Look Back” section, what would be your major priorities? 

How would you approach and solve these issues? 


A strategic approach to human resource management 
seeks to proacrively provide a competitive advantage 
through the company's most important asset: its human 
resources. The HRM function needs to be integrally 
involved in the formulation of strategy to identify the 
people-related business issues the company faces. Once 
the strategy has been determined, HRM has a profound 
impact on the implementation of the plan by developing 
and aligning HRM practices that ensure that the company 
has motivated employees with the necessary skills. Finally, 


the emerging strategic role of the HRM function requires 
that HR professionals in the future develop business, 
professional-technical, change management, and integra¬ 
tion competencies. As you will see more clearly in later 
chapters, this strategic approach requires more than sim¬ 
ply developing a valid selection procedure or state-of-the- 
art performance management systems. Only through these 
competencies can the HR professional take a strategic ap¬ 
proach to human resource management. 


Discussion questions at the end of each 
chapter help students learn the concepts 
presented in the chapter and understand 
potential applications of the chapter material. 


Discussion Questions 


1. Pick one of your university’s major sports teams (like 4- How can strategic management within the HRM de- 
football or basketball). How would you characterize partmem ensure that HRM plays an effective role in 
that team's genetic strategy? How does the composition the company's strategic management process? 

of the team members (in terms of sire, speed, ability, 5. What types of specific skills (such as knowledge of fr¬ 
aud so on) relate to that strateg^? What are the nancial accounting methods) do you think HR profes- 
srrengths and weaknesses of the team? How do those sionab will need to have the business, professional- 

dictate the team’s generic strategy and its approach to technical, change management, and integrative com- 

a particular game? petencies necessary in the future! Where can you de- 

2. Do you think that it is easier to t te human resources to velop each of these skills? 

the strategic management process in large or in small 6. What are some of the key environmental variables that 
organizations? Why! you see changing in the business world today! What 

3. Consider one of the organizations you have been affil- impact will those changes have on the HRM function 
iated with. What are some examples of human resource in organizations! 

practices that were consistent with that organization's 
strategy? What are examples of practices that were in¬ 
consistent wirh its strategy! 
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chapter 13 Employee 



Web Cxercise 


Web Exercise 


Manauino People; From flip Rages of BusinessWeek 


can and Hispanic coramunirw* uv ; 
creasing In popular von where Beck 

o' Call is located. So it makes sense 
to recruit, develop, and retain em¬ 
ployee* who can relate to this teoad- 
emn* cue tenet base and meet (heir 
need* in specific ways. 

Managers at all cotnpanie*, 
whether product or service oriented, 
can reap the rewinds <4 diversity foe 
i heir or gar. liai ions if they practice 
eihnoreiafftesm—the belief that 
gioup* and subculrurea are inher¬ 
ently equal The first step toward 
thb belief may be consciously recog¬ 
nizing theit own tendencies toward 
rdmocentrism—the belief that their 
own cultures are superior, C^K* a 
person recognizes and acknowledges 
his or her own attitudes aid stereo¬ 
typical beliefs, he or she can open up 
to new ideas and begat to change. 
For instance, conducting a struc¬ 
tured employment interview with 
quest ions that are standardised and 
focused cm accomplishing defined 
goals will help promote pthribiek- 
tivism as opposed to ethnocentdam. 
In addition, the interview should ; 
contain questions that allow the Job 
applicant to respond and detnon- 
tfrafa his or her competencies in 
ways that are Job related, not per- 
acmal Hunches and gut feelings 
should play a tiny pert in such an in¬ 
terview, because error a job appli- : 
cant becomes an employee, It's the 
concrete evidence of performance 
that counts, not whether the inter¬ 
viewer and employer went to the 
same college or like the same sports 


After employees are hired, it is im¬ 
portant to give them opportunities to 
develop their skills and advance. This 
practice not only enhances the era- 
pfoyee-empfoyer relationship but 
also boosts overall productivity of the 
company. Managers must also be 
aware of the possibility of a "glasi 
ceiling* an invisible barrier chat sep¬ 
arates female employee* or those Of 
different cultural or ethnic tack- 
grounds from top levels cf the twgan- 
isatkja One way'to guard against bar¬ 
riers to advancement Is to examine 
workforce compoeilicn and statistics. 
Do certain groups cf employees top 
cut at middle mM^gement positions? 
Is there a cluster of women and mi¬ 
norities neat the bottom of the em¬ 
ployment ladder? Is upper manag;- 
merit made up entirely of Caucasian 
males? If so, why? Do all employees 
receive equal trafolng and opportuni¬ 
ties foe advancement, <* do some re¬ 
ceive preferential treatment, even if 
kfenY obvious? Some studies Indicate 
that companies may alao have “glass 
walis,” which are invisible barriers to 
important lateral moves with* the 
company. These harriets are Just as 
important as the glass ceiling because 
a glass wall cart prevent an employee 
: from receiving training or experience 
in certain area* that would enable 
him or her to move up eventually- 
Studies confirm the existence of the 
glass ceiling and glass walls; one 
showed recently that 97 percent of 
the top U.S. managera are Caucasian 
and 95 percent of them arc male. 

Limiting career advancement for cer- 
rati groups undennines morale at a 


video, rare managers for tlw Beck 'n‘ 
Call company are interviewing two 
|<4> applicant*, and how they con¬ 
duct the interviews and evaluate the 
applicants will affect both the organ¬ 
isation and the individuals—in the 
composition of the company's work¬ 
force and the way those employer* 
later develop in their positions. Both 


play in thb scenario. 

The US. workforce is becomir^ 
Increasingly diverse Experts esti¬ 
mate that by 2006 the American 
workforce will be 72 percent Cau¬ 
casian, 11 percent African Ameri¬ 
can. 12 percent Hispanic, and 5 pur- j 
cow Asian and uther ethnic ot 
cultural groups. Companies that 


lienee, and knowledge of woken 
from different background* and cub 
net*. If they do not, they may miss a 
golden opportunity to reach a larger 
customer base. The customer base 
for Beck V Call ts growing mute and 
mote diverse, with African Amen- 


contributes most to helping a company gain a com¬ 
petitive advantage? Which area do you believe con¬ 
tributes the least? Why? 

4. What is the balanced scorecard? Identify the four per¬ 
spectives included in the balanced scorecard. How can 
HRM practices influence the frxx perspectives? 

5. is HRM becoming mote strategic? Explain your answer. 

6. Explain the implications of each of the following labor 
force trends for HRM: (1) aging workforce, (2) diverse 
workforce, (3) skill deficiencies. 


7. What role do HRM practices play in a business deci¬ 
sion to expand internationally? 

9. Is business emphasis on quality a fad? Why or why not? 
What might a quality goal and high-performance work 
systems have m common in terms of HRM practices? 

9, What disadvantages might result from outsourcing 
HRM practices? From employee self-service? From in¬ 
creased line manager involvement in designing and 
using HR practices? 


In thb chapter we discuss four competitive challenges that Questions 


Discussion Questions 


1. The opening vignette described how relationships be¬ 
tween employers and employees ate changing. What 
are the likely consequences of thb change ? Where does 
the social responsibility of employers end, and where 
does the need to operate mere efficiently begin? 

2. Your company, like many others, is experiencing dou¬ 
ble-digit percentage increases in health cate costs. 
What suggestions can you offer that may reduce the 
rate of cost increases? 

3. Why b communication so important in the employee 
benefits area? What sorts of programs can a company 
use to communicate more effectively? What ate the po- 


4. What are the potential advantages of flexible benefits 
and flexible spending accounts! Are there any poten¬ 
tial drawbacks! 

5. Although benefits account for a large share of em¬ 
ployee compensation, many feel there b little evidence 
on whether an employer receives an adequate return 
on the benefits investment. One suggestion has been to 
link benefits to individual, group, or organization per¬ 
formance. Explain why you would or would not recom¬ 
mend this strategy to an organization. 


companies face (the new economy, global competition, 
managing stakeholders, and high-performance work sys¬ 
tems). Go to the Society for Human Resource Manage¬ 
ment (SHRM) home page on the Web. SHRM is an 
important professional society fox human resource man¬ 
agement. The address is www.shmi.org Alere you will 
find current articles related to HRM bsuM SHRM also 
publishes HR Mogntme, a business magatindfor human re- 


lompetition, 1. Hotv are companies dealing with the competitive chal- 

ce work sys- ienges? Use Web resources to find an article that relates 

rce Manage- to how a company is dealing with the competitive 
HRM is an challenges. Go to “HR Channels." Click on any of the 
source man- HR practices listed to find an article, 
ere you will 2. Summarize the main topic of the article. 

SHRM also 3. Identify how it relates to one of the competitive chal- 
n human re- Ienges discussed in the chapter. 


The Health Insurance Portability and Accountability Act Questions 


(HIPAA) of 1996 b a major health care reform mandate that 1. What does portability mean! 
sets minimum standards to improve the access, portability, 2. What is a preexisting condition? How does HIPAA af- 
and renewability of health insurance coverage. Visit feet how businesses can apply preexisting condition ex- 

www.hcfa.gov (the Web site for HIPAA), which answers elusions to employees? 

some commonly asked questions fot small employers about 3. How does HIPAA benefit small employers? 
the provisions of HIPAA. Click on HIPAA, then Employers. 


Managing People: From the Pages of BusinessWeek 


Dr. Goodnight s Company Town 


End-of-part video cases and accompanying 
questions challenge students to view HRM 
issues and problems from multiple perspectives. 


The war for talent has businesses transforming their cor¬ 
porate campuses into country clubs—offering everything 

I -star lunches to concierges willing to arrange em- 
lawn mowing at>J haircuts. But long before the 
foot crunch' 1 put employee perks in vogue, SAS 
Inc. founder James Goodnight was lavishing 
i programmers instead of headhunters. It worked: 
lover is 4 percent in an industry fot which 20 per- 
ypical. The Cary (North Carolina)-based com- 
y compete against People Soft Inc. and Oracle 
it SAS employees aren’t asked to mimic their Sil¬ 
ty brethren’s sleep-starved lifestyle. Goodnight, a 
rente who until recently drove a Butck Roadmas- 
n, believes in leaving the office at 5 P.k. sharp, 
ye says, should be spent with your family, not at 
. 

PERK FACTORY. Goodnight remembets work¬ 
ing as a programmer for NASA—a place so cheap it 
wouldn't even spring fix wot Iters' sodas. Insulted, he 
vowed to do things differently. Today he’s become a Willy 
Wonka to his workers, creating a corporate perk factory 
where even the plain and peanut-filled M&tM's, replen¬ 


ished like clockwork every Wednesday, ate free. Good¬ 
night believes that if you rreat people as if they make a 
difference, they will. The turnover savings he reaps from 
his largesse are huge: an estimated $75 million a year. This 
means Goodnight can afford all those banana trees 
and cracker-and-cheese-stocked snack rooms. It may be 
too Scepfotd-like for cynics, hut the T-shirt- and Teva- 
sporting SAS employees say they wouldn't have it any 
other way. 

On-site benefits at the Institute include day care, 
Montessori school, the Atrium, and lunchtime entertain¬ 
ment. For $25 a month, the center will take babies aftet 
SAS’s six-week paid maternity leave. Sixty percent of the 
employees use the on-site day care; parents can visit ot 
pick up their kids for lunch. Employees also get private of¬ 
fices and open spaces fot impromptu meetings and breaks. 

The perks aren't limited to the on-site stuff. Goodnight 
offers discounts on everything from land in hi* ritzy subdi¬ 
vision to memberships at his country club. Employees 
make only industry-average salaries, but they get a gener- 
ous year-end bonus, profit sharing, and an extra week of 
paid vacation at Christmas. Employees can also enjoy 


End-of-chapter Internet exercises require students to 
use their Web skills to further understand the value 
of the Internet for managing human resources, and 
as a professional resource. 


BusinessWeek cases look at incidents and real 
companies as reported by the nation’s number one 
business weekly, and encourage students to 
critically evaluate each problem and apply the 
chapter concepts. 
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Instructor's Manual/Transparency Masters 
(0072470070) 

The Instructor's Manual contains a lecture outline 
and notes, answers to the discussion questions, 
additional questions and exercises, teaching 
suggestions, paper and project topics, video case 
notes and answers, and answers to the end-of- 
chapter case questions. Transparency masters are also 
included in the 1M. Amit Shah of Frostburg State 
University wrote the 4th edition Instructor's Manual 
and revised the transparency masters. 

Test Bank 
(0072470062) 

The print test bank has been revised and updated to 
reflect the content of the 4th edition of the book. 
Each chapter includes multiple choice, true/false, and 
essay questions. Fred Heidrich of Black Hills State 
University authored the 4th edition Test Bank. 

Instructor Presentation CD-ROM 
(007247002x) 

This multimedia CD-ROM allows instructors to create 
dynamic classroom presentations by incorporating 
PowerPoint, videos, and every available print 
supplement. 

Brownstone's Diploma for Windows 
(0072469994) 

This test generator allows instructors to add and edit 
questions, create new versions of the test, and more. 

Videos 

(0072469986) 

Five new videos on HRM issues accompany this 
edition. The accompanying video cases are included 
in the text at the end of each part. 

PowerPoint 

(0072469978) 

This presentation program features 10-20 slides for 
each chapter, which are also found on the Instructor 
CD-ROM. Amit Shah of Frostburg State University 
revised the PowerPoint presentation. 


Online Learning Center 
|^www£nhhe : conT/noe4c) | 

This text-specific website follows the text chapter 
by chapter. OIC content is ancillary and 
supplementary germane to the textbook; as students 
read the book, they can go online to take self¬ 
grading quizzes, review material, or work through 
interactive exercises. OlCs can be delivered multiple 
ways-professors and students can access them 
directly through the textbook website, through 
PageOut, or within a course management system 
(i.e., WebCT, Blackboard, TopClass, or eCollege). 

Student CD-ROM 
(0072533056) 

This NEW CD-ROM contains chapter review 
questions, self-assessment exercises, flashcards to 
review key terms, and a link to Human Resources 
Online. Students will stay current and expand their 
knowledge in the field of human resources by 
completing approximately 20 online exercises in 
such areas as training and employee development, 
selection and recruitment, compensation and 
benefits, labor relations, employee separation and 
retention, as well as training and employee 
development. In each exercise, students will review 
one or more online resources, such as articles 
covering a recent HRM trend. They will then answer 
some challenging questions. For the busy instructor, 
Human Resources Online includes password- 
protected teaching notes that provide insights and 
answers to each question. 

PowerWeb 

Harness the assets of the Web to keep your course 
current with PowerWeb! This online resource 
provides high quality, peer-reviewed content 
including up-to-date articles from leading 
periodicals and journals, current news, weekly 
updates with assesliment, interactive exercises, Web 
research guide, study tips, and much more! Visit 
[wwwxlushkinxorn/Dowerweb | or access through the 
OIC at Iwwwanhhexom/noeTe^J 
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After reading this chapter, you should be able to: 
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and activities of a human resource 

company's human management 
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2. Discuss the 

implications of the 4. Discuss what 
new economy and companies should 

e-business for do to compete in 

human resource the global 
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the workforce and human resource 

how they management 

influence human practices, 

resource 

management. 

6. Discuss human 
resource 
management 
practices that 
support high- 
performance work 
systems. 














Kodak and 
The 

Container 

Store: 

Human 

Resource 

Management 

Excellence 

Takes 

Different 

Forms 

The management of 
human resources is criti¬ 
cal to company success. 
But the way that human 
resources are managed 
takes many different 
forms. Eastman Kodak, 
based in Rochester, 

New York, is prepared 
to expand its market 


share of the imaging in¬ 
dustry by helping con¬ 
sumers and commercial 
customers use com put- 
erized formats for dis¬ 
playing pictures. Al¬ 
though the snapshots 
taken to record birth¬ 
days, anniversaries, 
graduations, and impor¬ 
tant family events re¬ 
main the core of 
Kodak's business, the 
company has expanded 
into other markets for 
its imaging products, 
including X rays, micro¬ 
film, satellite photogra¬ 
phy, and large film for¬ 
mat for the motion 
picture industry. Kodak 
has 80,650 employees 
worldwide with just 
over half in U.S. loca¬ 
tions. Kodak's defined 
HRM staff includes a di¬ 
rector of human re¬ 
sources for the con¬ 
sumer division, HRM 
directors of five geo¬ 


graphic regions, and 
four office staff. They 
are currently working 
with managers on three 
HRM challenges: build¬ 
ing employee confi¬ 
dence in the future 
following a period of 
layoffs, effectively com¬ 
peting for talent, and 
understanding the im¬ 
plications of e-business 
in Kodak's traditional 
culture. Kodak was 
forced to abandon its 
policy of lifetime em¬ 
ployment in the early 
1990s with workforce 
downsizing. Today few 
Kodak employees are 
under 30, and a large 
proportion are nearing 
retirement age. Kodak's 
worldwide operations 
are key to its future suc¬ 
cess. The company is 
trying to move from a 
culture of producing 
what it could invent to 
a culture of inventing 


products that con¬ 
sumers are demanding. 
Consistency and conti¬ 
nuity ensure that every¬ 
one is working toward 
the same goals. Given 
the worldwide demand 
for talent, human re¬ 
source managers at 
Kodak have had to 
strive for work sched¬ 
ules, dress codes, and a 
work atmosphere that 
create the kind of place 
talented workers will 
choose. 

The Container 
Store, a retailer of 
boxes, bags, racks, 
and shelves that or¬ 
ganize everything from 
shoes to spices, has 
become respected for 
its commitment to em¬ 
ployees and has 
gained many rewards 
for its HRM leadership. 
The Dallas-based com¬ 
pany has 2,000 em¬ 
ployees in 11 states. 
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The store interiors 
have an open layout, 
which is divided into 
sections marked with 
brightly colored ban¬ 
ners such as Closet, 
Kitchen, Office, and 
Laundry. Wherever you 
look in the store, 
someone in a blue 
apron is ready to help 
solve the tiniest of 
storage problems to 
the most intimidating 
organizational chal¬ 
lenges. The company 
has been ranked as the 
best U.S. organization 
to work for by Fortune 
and has received other 
awards for its out¬ 
standing people man¬ 
agement strategies 
(such as The Workforce 
magazine Optimas 
Award in 2001). 

The company attrib¬ 
utes its success to a 
15-20 percent turnover 
rate in an industry 
where 100 percent 
turnover is common. 
The Container Store 
culture is directly re¬ 
sponsible for the low 
turnover rate and em¬ 
ployees providing high 
levels of customer 
service. The company's 
few uncomplicated 
guidelines, such as al¬ 
ways being flexible, 
are based on a set of 
humanistic philoso¬ 
phies that emphasize 
treating others as you 
want to be treated. A 


strong customer serv¬ 
ice philosophy allows 
employees to take 
ownership of the com¬ 
pany and make deci¬ 
sions they believe will 
benefit customers. The 
company treats em¬ 
ployees with respect, 
and in turn employees 
enthusiastically serve 
customers. Employees' 
ability to create a cus¬ 
tomized organizational 
product solution for 
each customer is the 
key to increased sales. 

The Container Store 
does not have a large 
HRM department. In 
fact, until recently HRM 
was viewed as working 
against the company 
culture. According to 
Elizabeth Barrett, vice 
president of opera¬ 
tions, the company has 
always trusted supervi¬ 
sors to attract, moti¬ 
vate, and retain em¬ 
ployees. Managers are 
responsible for many 
traditional HRM tasks 
because they are clos¬ 
est to" employees. The 
Container Store be¬ 
lieves that people have 
to fit into the com¬ 
pany's culture to suc¬ 
ceed. The company 
has a focused people 
strategy: hire for fit, 
train comprehensively, 
and pay and support 
for long tenure. Forty- 
one percent of new 
employees are recom¬ 


mended by current 
employees. Many new 
employees are the 
company's customers, 
are usually college ed¬ 
ucated, and want their 
quality of life at work 
to reflect their lifestyle, 
beliefs, and values. 

The company invests 
more than 235 hours 
of training in first-year 
employees, well above 
the industry average of 
7 hours per year. After 
their first year, employ¬ 
ees receive an average 
of 160 hours oftrain- 
ing each year. The 
company spends con¬ 
siderable time measur¬ 
ing the direct impact 
of training on store 
sales. Most retailers 
focus primarily on mer¬ 
chandise. The Con¬ 
tainer Store managers 
believe that loyal em¬ 
ployees will payoff 
handsomely with in¬ 
creased sales and cus¬ 
tomer service. So they 
pay store employees 
50 to 100 percent 
above the industry av¬ 
erage, share financial 
information with every¬ 
one, and offer benefits 
to both full- and part- 
time employees. 

The company now 
has a semiformal HRM 
structure with recruit¬ 
ing, training, payroll, 
and benefits depart¬ 
ments. HR managers 
are also given respon¬ 


sibility for other areas 
of the company, such 
as store operations, 
and are required to 
take store-level posi¬ 
tions so they can bet¬ 
ter understand the 
company's purpose- 
to serve customers. 
Most HRM employees 
start out as salespeo¬ 
ple so they will under¬ 
stand more about serv¬ 
ing customer needs. 
Despite the new HRM 
structure, managers 
take the lead in recruit¬ 
ing and evaluating po¬ 
tential employees as 
well as in the extensive 
employee training. The 
company has seen its 
human resource strat¬ 
egy payoff. The Con¬ 
tainer Store is continu¬ 
ing to expand 
strategically from coast 
to coast and beyond, 
and the company 
grows at an average 
annual rate of 20-25 
percent. In 2001 sales 
were expected to 
reach $262 million. 

SOURCE: Based on R. Laglow, 
"Container Store Does Great 
HRM-Even Without an HR 
Department," HR Executive, 

August 2001, p. 23; J. Labbs, 
"Thinking outside the Box at The 
Container Store," Workforce, 
March 2001, pp. 34-38; C. Cole, 
"Kodak Snapshops," Workforce, 
June 2000, pp. 64-72; Visit The 
Container Store's website at 
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Introduction 


Both Kodak and The Container Store illustrate the key role that human resource 
management (HRM) plays in determining the effectiveness and competitiveness of 
U.S. businesses. Competitiveness refers to a company's ability to maintain and gain 
market share in its industry. Both Kodak's and The Container Store's human resource 
management practices have helped the companies provide services the customer val¬ 
ues. The value of a product or service is determined by its quality and how closely the 
product fits customer needs. 

Competitiveness is related to company effectiveness, which is determined by 
whether the company satisfies the needs of stakeholders (groups affected by business 
practices). Important stakeholders include stockholders, who want a return on their 
investment; customers, who want a high-quality product or service; and employees, 
who desire interesting work and reasonable compensation for their services. The 
community, which wants the company to contribute to activities and projects and 
minimize pollution of the environment, is also an important stakeholder. Companies 
that do not meet stakeholders' needs are unlikely to have a competitive advantage 
over other firms in their industry. 

Human resource management (HRM) refers to the policies, practices, and sys¬ 
tems that influence employees' behavior, attitudes, and performance. Many compa¬ 
nies refer to HRM as involving "people practices." Figure 1.1 emphasizes that there 
are several important HRM practices. The strategy underlying these practices needs 
to be considered to maximize their influence on company performance. As the figure 
shows, HRM practices include analyzing and designing work, determining human re¬ 
source needs (HR planning), attracting potential employees (recruiting), choosing 
employees (selection), teaching employees how to perform their jobs and preparing 
them for the future (training and development), rewarding employees (compensa¬ 
tion), evaluating their performance (performance management), and creating a 
positive work environment (employee relations). The HRM practices discussed in 
this chapter's opening highlighted how effective HRM practices support business 
goals and objectives. That is, effective HRM practices are strategic! Effective HRM 
has been shown to enhance company performance by contributing to employee 
and customer satisfaction, innovation, productivity, and development of a favorable 
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reputation in the firm's community.! The potential role of HRM in company per¬ 
formance has only recently been recognized. 

As the opening examples illustrate, many companies such as Kodak have human 
resource management departments. However, others such as The Container Store see 
HRM as the daily responsibility of managers. Even at companies like Kodak HRM is 
also a day-to-day activity of managers. We begin by discussing the roles and skills that 
a human resource management department and/or managers need for any company 
to be competitive. The second section of the chapter identifies the competitive chal¬ 
lenges that U.S. companies currently face, which influence their ability to meet the 
needs of shareholders, customers, employees, and other stakeholders. We discuss how 
these competitive challenges are influencing HRM. The chapter concludes by high¬ 
lighting the HRM practices covered in this book and the ways they help companies 
compete . 


••• What Responsibilities and Roles Do HR 
Departments Perform? 

Only recently have companies looked at HRM as a means to contribute to profitabil¬ 
ity, quality, and other business goals through enhancing and supporting business op¬ 
erations. 

Table 1.1 shows the responsibilities of human resource departments. The average 
ratio of HR department staff to total number of employees has been 1.0 for every 100 
employees served by the department. The median HR department expenditure per 
employee was $813, with wholesale and retail trade organizations spending the least 
($282) and finance, insurance, real estate, advanced manufacturing, and communi¬ 
cations and information companies the most ($1,300). As with other business func- 


TABLE 1.1 
Responsibilities of 
HR Departments 


Employment and 
recruiting 

Training and 

development 

Compensation 

Benefits 


Employee and 
community relations 
Pete#**! records 
Health and safety 


wmm 




Interviewing, recruiting, testing, temporary labor 
coordination 

Orientation, performance management skills training, 
productivity enhancement 
Wage and salary administration, job descriptions, 
executive compensation, incentive pay, job evaluation 
Insurance, vacation leave administration, retirement 
plans, profit sharing, stock plans 
Employee assistance programs, relocation services, 
outplacement services . 

Attitude surveys, labor relations, publications, labor law 

compliance, discipline 

Information systems, records 

Safety inspection, drug testing, health, wellness 

international human resources, forecasting, planning, 

mergers and acquisitions 


SOURCE: Based on SHRM-BNA Survey No. 66, "Policy and Practice Forum: Human Resource 
Activities, Budgets, and Staffs, 2000-2001." Bulletin to Management, Bureau of National Affairs 
Policy and Practice Series, June 28, 2001. Washington, DC: Bureau of National Affairs. 
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tions, HR expenditures relative to operating costs have been fairly stable over the past 
few years. 

The HR department is solely responsible for outplacement, labor law compliance, 
record keeping, testing, unemployment compensation, and some aspects of benefits 
administration. The HR department is most likely to collaborate with other company 
functions on employment interviewing, performance management and discipline, 
and efforts to improve quality and productivity. Large companies are more likely than 
small ones to employ HR specialists, with benefits specialists being the most preva¬ 
lent. Other common specializations include recruitment, compensation, and training 
and development. 2 

The chapter opening vignette showed that no two human resource departments 
have the same roles and responsibilities. Many different roles and responsibilities can 
be performed by the HR department depending on the size of the company, the char¬ 
acteristics of the workforce, the industry, and the value system of company manage¬ 
ment. The HR department may take full responsibility for human resource activities 
in some companies, whereas in others it may share the roles and responsibilities with 
managers of other departments such as finance, operations, or information technol¬ 
ogy. In some companies the HR department advises top-level management; in others 
the HR department may make decisions regarding staffing, training, and compensa¬ 
tion after top managers have decided relevant business issues. 

The roles and responsibilities of the HR department are summarized in Figure 1.2. 
The vertical dimension represents the focus of a future or strategic orientation versus 
a day-to-day operational orientation. The activities are shown as people versus process 
along the horizontal dimension. 3 The figure shows that the HR function can play 
roles in the management of strategic human resources (strategic partner), the man¬ 
agement of company infrastructure (administrative expert), the management of 
transformation and change (change agent), and the management of employee con¬ 
tribution (employee advocate). These roles are discussed next. 

The role of HRM has evolved over time. As we saw in the opening vignettes, it 
has now reached a crossroads. Although it began as a purely administrative function, 
most HRM executives now see the function's major role as much more strategic. 

Future/Strategic 

Focus 


Management of 

Management of 

strategic human 

transformation 

resources 

and change 

Management of 

Management of 

firm infrastructure 

employee 


contribution 


People 


Day-to-Day/Operational 

Focus 

SOURCE: Reprinted with permission of Harvard Business School Press. From 
Human Resource Champions, by D. Ulrich. Boston, MA, 1998, page 24. 
Copyright © 1998 by the President and Fellows of Harvard College. All rights 
reserved. 
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However, this evolution has resulted in a misalignment between the skills and capa¬ 
bilities of members of the function and the new requirements placed on it. Virtually 
every HRM function in top companies is going through a transformation process to 
play this new strategic role while successfully fulfilling its other roles. 

Strategic Partner. One of the most important roles that HRM can play today is that 
of a strategic partner. Aligning HRM strategies to business strategies is important to 
help the company execute its business strategy.4 

For example, when Continental Airlines began its turnaround. Gordon Bethune 
proposed a four-pronged strategy of Fly to Win (achieve the top quartile in industry 
margins), Fund the Future (reduce debt). Make Reliability a Reality (have an indus¬ 
try-leading product), and Working Together (have a company where employees enjoy 
coming to work every day). Ken Carrig, VP of HR at Continental, helped to lead 
HRM to develop systems and plans that would ensure the execution of strategy. For 
example, they kept the base pay low relative to competitors (to create a labor cost ad¬ 
vantage) but then heavily leveraged the variable pay to create an opportunity for em¬ 
ployees to earn above the industry average if company performance improved. This 
variable pay consisted of (1) an on-time bonus where all employees received a $65 
bonus check in any month in which Continental was in the industry's top three in 
on-time arrivals and (2) a profit-sharing plan that paid out if Continental returned to 

profitability. These incentives played a critical role in moving Continental to the top 
of the industry in on-time performance as well as profitability.s 

Administrative Expert. Playing the role of administrative expert requires designing 
and delivering efficient and effective HRM systems, processes, and practices. 6 These 
include systems for selection, training, developing, appraising, and rewarding em¬ 
ployees. 

Continental also exemplifies this efficient delivery of HR systems. As part of its ef¬ 
fort to turn the airline around, the HRM function examined its delivery of HRM sys¬ 
tems and found a number of inefficiencies. Through outsourcing and streamlining of 
its processes, it achieved HRM operating ratios (such as HR FTEs to total FTEs, and 
HR expense to total expense) far below the industry average. In fact, this efficiency 
saved the company $4.5 million per year.? 

Employee Advocate. The employee advocate role entails managing the commitment 
and contributions of employees. 8 No matter how skilled workers may be, if they are 
alienated or angry, they will not contribute their efforts to the firm's success, nor will 
they stay with the firm for long. Thus the role of employee advocate is of great im¬ 
portance {or firms seeking to gain competitive advantage through people. 

For example, in its role as employee advocate within Continental, the HRM func¬ 
tion developed a number of communication mechanisms both for informing employ¬ 
ees of company developments and plans, and for informing company officers of em¬ 
ployee concerns. One such mechanism was the town meeting, where CEO Bethune 
would meet with large groups of employees to let them ask questions and air their 
grievances. Employees' commitment and trust grew as they saw their concerns being 
taken seriously by the leadership of the company.9 

Change Agent. The final role, change agent, requires that HRM help transform or¬ 
ganizations to meet the new competitive conditions. In today's fast-changing com¬ 
petitive world, firms need to both constantly change and develop a capacity for 
change. HR managers must help identify and manage processes for change.lO 

Continental's turnaround required both massive changes in operating performance 
and large-scale change in the culture of the organization. Increasing operating per- 
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formance required developing more realistic schedules as well as getting employees 
committed to meeting those schedules. Realistic schedules were created and reviewed 
by employee committees, and their participation and the on-time incentive increased 
their determination to meeting the schedules. The culture of antagonism and mistrust 
had to be replaced by one of cooperation and trust. The profit-sharing plans, re¬ 
vamping of the top management team (36 of 48 officers were fired), burning of the 
800-page employee manual, and town meetings all contributed to changing the cul¬ 
ture at Continental.!! 


••• What Skills Do HRM Professionals Need? 

Figure 1.3 shows the competencies that FIRM professionals need to be successful. 
These competencies are organized according to the four roles (strategic partner, ad¬ 
ministrative expert, employee advocate, and change agent). These competencies 
include the ability to consider current and future business goals and how FIRM 
can contribute, as well as being able to analyze turnover, retention, productivity, and 
customer service problems to recommend potential FIRM solutions (strategic part¬ 
ner). They also include overcoming resistance to new FIRM policies and procedures, 
technology, and work designs (change agent); coaching and counseling employees 
and representing their views to management (employee advocate); and designing and 
delivering effective FIRM systems and understanding how technology can make 
FIRM systems more efficient and less costly (administrative expert).! 2 


••• How Is the HRM Function Changing? 

The amount of time that the FIRM function devotes to administrative tasks is de¬ 
creasing, and its roles as a strategic business partner, change agent, and employee 
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advocate are increasing,!3 HR managers face two important challenges: shifting their 
focus from current operations to strategies for the future^ and preparing non-HR 
managers to develop and implement human resource practices (recall The Container 
Store's HRM philosophy from the chapter opener). 

The role of HRM in administration is decreasing as technology is used for many 
administrative purposes, such as managing employee records and allowing employees 
to get information about and enroll in training, benefits, and other programs. Ad¬ 
vances in technology such as the Internet have decreased the HRM role in main¬ 
taining records and providing self-service to employees. I 5 Self-service refers to giving 
employees online access ro information about HR issues such as training, benefits, 
compensation, and contracts; enrolling online in programs and services; and com¬ 
pleting online attitude surveys. For example, MCI WorldCom has moved beyond 
using technology for online employee directories, handbooks, and employee record 
updates. I 6 Using the Internet, employees at MCI WorldCom can purchase stock and 
reallocate retirement account investments, fill out electronic forms, and view elec¬ 
tronic pay stubs before they are paid. They can also view streaming video of managers 
providing briefings or discussing strategic issues, see best practices, and sign up for 
training courses they will participate in using their desktop computers. 

Outsourcing of the administrative role has also occurred. Outsourcing refers to the 
practice of having another company (a vendor, third-party provider, or consultant) 
provide services. Outsourcing is being used for payroll administration and for train¬ 
ing, selecting, and recruiting employees. For example. Bank of America signed a 10- 
year contract with Exulr Inc. to manage much of the bank's HR function.!? Among 
the functions being outsourced are payroll, accounts payable, and benefits. Other 
services being handled by Exult include delivery of HR services and a call center for 
human resource and benefits information. Recruiting, compensation, and legal coun¬ 
sel will remain at the Bank of America. HR managers inside Bank of America are free 
to work on strategy and vision and focus on HRM responsibilities rhat add value to 
the business. 

Traditionally, the HRM department (also known as "Personnel” or "Employee Re¬ 
lations") was primarily an administrative expert and employee advocate. The depart¬ 
ment took care of employee problems, made sure employees were paid correctly, ad¬ 
ministered labor contracts, and avoided legal problems. The HRM department 
ensured that employee-related issues did not interfere with the manufacturing or sales 
of products or services. Human resource management was primarily reactive; rhat is, 
human resource issues were a concern only if they directly affected the business. Al¬ 
though that still remains the case in many companies that have yet to recognize the 
competitive value of human resource management, other companies believe that 
HRM is important for business success and therefore have expanded the role of HRM 
as a change agent and strategic partner. 

Other roles such as practice development and strategic business partnering have 
increased. One of the most comprehensive studies ever conducted regarding HRM 
concluded that "human resources is being transformed from a specialized, stand-alone 
funcrion to a broad corporate competency in which human resources and line man¬ 
agers build partnerships to gain competitive advantage and achieve overall business 
goals."IS HR managers are increasingly included on high-level committees that are 
shaping the strategic direction of the company. These managers report directly to the 
CEO, president, or board of direcrors and propose solutions to business problems. 

For example, the vice president-relationship leader of human resources for Cor¬ 
porate Services at American Express spends considerable time during his workday on 
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; % 4 . VVbat is HR doing to provide value-added services to intemai clwrrts? 

2. What can the HR department add to the bottom line? 

3. How are you measuring the effectiveness of HR? 

4. How can we reinvest in employees? 

; -;S. What HR strategy wilt we use to get the business from point 

6. What makes an employee want to stay at our company? 

7. How are we going to invest fri HR so that we have a better 
than our competitors? ' 

8. From an HR perspective, what should we be doing to improve our marketplace 
position? 

9. What's the best change we can make to prepare for the future? 




TABLE 1.2 
Questions Used to 
Determine if Human 
Resources Are 
Playing a Strategic 
Role in the Business 


SOURCE: Data from A. Halcrow, "Survey Shows HR in Transition," Workforce (June 1988), p. 74. 


HR projects supporting business initiatives. 1 9 He spends two hours reviewing service 
delivery and drivers of employee satisfaction. Service delivery and drivers of employee 
satisfaction are inherent in a Corporate Services vision statement known as "The 
Stand." (Three goals of "The Stand" include making people successful, inspiring cus¬ 
tomer loyalty, and continually transforming industries. Corporate Services' progress 
toward reaching these goals is assessed by an annual employee survey.) Issues dis¬ 
cussed in the two-hour meeting include how "The Stand" relates to competencies and 
behaviors as well as team training effectiveness, with a review of the current reward 
structure. Later in the day, he mentors a new director-relationship leader who sup¬ 
ports government services and the corporate purchasing card group. (American Ex¬ 
press services more than 1 million federal employees who use the Government Card 
when they travel.) He conducts an orientation with her that emphasizes the need to 
(1) understand the government services business and (2) gain an understanding of 
the key HRM challenges and start to develop an effective working relationship. 

Table 1.2 provides several questions that managers can use to determine if HRM is 
playing a strategic role in the business. If these questions have not been considered, 
it is highly unlikely that (1) the company is prepared to deal with competitive chal¬ 
lenges or (2) human resources are being used to help a company gain a competitive 
advantage! We will discuss strategic human resource management in more detail in 
Chapter 2. 

Why have HRM roles ch~nged? Managers see HRM as the most important lever 
for companies to gain a competitive advantage over both domestic and foreign com¬ 
petitors. We believe this is because HRM practices are directly related to companies' 
success in meeting competitive challenges. In the next section we discuss these chal¬ 
lenges and their implications for HRM . 


••• The HRM Profession 

There are many different types of jobs in the HRM profession. Table 1.3 shows vari¬ 
ous HRM positions and their salaries. The salaries vary depending on education and 
experience as well as the type of industry. As you can see from Table 1.3, some posi¬ 
tions involve work in specialized areas of HRM like recruiting, training, or labor and 
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TABLE 1.3 
Median Salaries for 
HRM Positions 


POSITION 


SALARY 


Organization development executive $155,100 

Corporate labor/industrial relations directors 153,000 

EEO/dlversity managers - 90,000 

HR managers 88,800 

Technical trainers 58,100 

Manager, professional recruiters 59,200 

Human resource information system specialist 52,000 



SOURCE: Based on Society for Human Resource Management-Mercer Survey 2001 as reported in 
the Bureau of National Affairs website, August 28, 2001. 


industrial relations. HR generalists usually make between $50,000 and $70,000 de¬ 
pending on their experience and education level. Generalists usually perform the full 
range of HRM activities including recruiting, training, compensation, and employee 
relations. 

A college degree is held by the vast majority of HRM professionals, many of whom 
also have completed postgraduate work. Business typically is the field of study (human 
resources or industrial relations), although some HRM professionals have degrees in 
the social sciences (economics or psychology), the humanities, and law programs. 
Those who have completed graduate work have master's degrees in HR management, 
business management, or a similar field. Professional certification in HRM is less com¬ 
mon than membership in professional associations. A well-rounded educational back¬ 
ground will likely serve a person well in an HRM position. As one HR professional 
noted, "One of the biggest misconceptions is that it is all warm and fl\zzy communi¬ 
cations with the workers. Or that it is creative and involved in making a more con¬ 
genial atmosphere for people at work. Actually it is both of those some of the time, 
but most of the time it is a big mountain of paperwork which calls on a myriad of skills 
besides the 'people' type. It is law, accounting, philosophy, and logic as well as psy¬ 
chology, spirituality, tolerance, and humility.”2o 

The primary professional organization for HRM is the Society for Human Resource 
Management (SHRM). SHRM is the world's largest human resource management as¬ 
sociation with more than 160,000 professional and student members throughout the 
world. SHRM provides education and information services, conferences and semi¬ 
nars, government and media representation, and online services and publications 
(such as HR Magazine). You can visit SHRM's website to see their services at 



••• Competitive Challenges Influencing 
Human Resource Management 

Four competitive challenges that companies now face will increase the importance of 
human resource management practices: the challenge of the new economy, the global 
challenge, the challenge of meeting stakeholders' needs, and the high-performance 
work system challenge. These four challenges are shown in Figure 1.4. 
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Competing in the New Economy 

Several changes in the economy have important implications for human resource 
management. Some key statistics about the economy and the workforce are shown 
in Table 1.4. These include the changing structure of the economy, the development 
of e-business, and more growth in professional and service occupations. Growth in 
these occupations means that skill demands for jobs have changed, with knowledge 
becoming more valuable. Not only have skill demands changed, but remaining 
competitive in a global economy requires demanding work hours and changes in 



The economy is expected ,to add 20 million new jobs. , 

The jobless rate is expected to remain low by historical standards (5 percent or 
less). \. 

Professional specialty and service becypations are expected to account for 46 
‘percent of the between 1996 and 2006. 

70 percent of the fastest-growing occupations require postsecondary education 


and training 


38 percent of job applicants tested for basic skills lack the reading, writing, and 
math skills needed for the jobs they are se ekin g. 

*, Immigration will add 1 million pe ‘ ^ ^ 

< 2006 .. 

• The projected median age of the labor force by 2010 is 40. 
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Summary of Key 
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SOURCE: Based on "BLS Releases New 1998-2008 Employment Projections," from the U.S. Bureau 
of Labor Statistics website, |htrp://stats.hls.goYZ| H. N. Fullerton, "Labor Force Projections to 2008: 
Steady Growth and Changing Composition," Monthly Labor Review, November 1999, pp. 19-32; 

N. Saunders and B. Su, "U.S. Economy to 2008: A Decade of Continued Growth," Monthly Labor 
Review, November 1999, pp. 5-18; and J. Day, Population Projections of the United States by Age, 
Sex, Race, and Hispanic Origin: 1995 to 2050, U.S. Bureau of the Census Current Population 
Reports, P25-1130 (Washington, DC: U.S. Government Printing Office, 1996), p. 1. 
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traditional employment patterns. The creation of new jobs, aging employees leaving 
the workforce, slow population growth, and a lack of employees who have the skills 
needed to perform the jobs in greatest demand means that demand for employees will 
exceed supply. This has created a "war for talent" that has increased the attention 
companies pay to attracting and retaining human resources. 

Development of Electronic Business (E-Business). The way business is conducted 
has changed rapidly during the past few years and will continue to do so. Many com¬ 
panies are connecting to the Internet to gain an advantage over competitors. About 
one-third of all American teens and adults are online regularly, with that number ex¬ 
pected to grow as Internet access increases and its cost decreases. 2 1 Electronic busi¬ 
ness (e-business) includes any process that a business conducts electronically. It in¬ 
cludes buying and selling, as well as providing services such as 

• Business to consumer transactions (such as purchasing books and tickets, and serv¬ 
ices conducted online, such as banking). 

• Business to business (transactions between companies such as manufacturers, re¬ 
tailers, wholesalers, and construction firms). 

• Consumer to consumer (individuals buying and selling goods and services through 

auctions).22 

E-business relies on the Internet to enable buyers to obtain product information 
online, directly order products and services, receive after-sale technical assistance, 
and view the status of orders and deliveries. Internet sites may also have e-mail, 
which allows the customer and seller to communicate with each other. Companies 
are also creating customer service centers that use e-mail or live telephone connec¬ 
tions to provide assistance, advice, or product information not found on their web¬ 
sites. The development of e-business has created electronic HRM applications that 
let employees enroll in and participate in training programs, change benefits, and 
communicate with coworkers online. We will discuss e-HRM in more detail later in 
the chapter. 

Consumer reaction to the Internet has been slower than expected. To win the 
hearts of consumers, e-commerce has to be better, cheaper, and faster than traditional 
retailing, entertainment, or information sources.23 One thing the Internet can do bet¬ 
ter than any other medium is search through information. Companies that take ad¬ 
vantage of this feature lower the costs of making sales and therefore improve profits,24 
Some e-businesses, such as those in the online travel business dealing with purchas¬ 
ing airline tickets, hotel rooms, and rental cars online, have been successful. The 
profitable companies provide services that are information-intensive, rely on old 
economy roots, and have little or no physical transportation of products. For exam¬ 
ple, eBay takes a cut of each sale on its site but is not directly involved transporting 
items between buyers and sellers. Monster.com charges companies to post job open¬ 
ings and see resumes but does not set up interviews between job candidates and em¬ 
ployees. Travel websites such as Travelocity.com earn a commission if the customer 
purchases a ticket or rents a car or a hotel room. Other old economy businesses with 
strong brand recognition, such as FTD, the floral delivery service, have successfully 
used the Internet to complement telephone and flower store business. FTD can rely 
on local retailers to receive and ship orders using their own del'ivery vehicles. The In¬ 
ternet has given customers a new way to place orders. 
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There are many HRM chal¬ 
lenges in a dot-com company. 
They include the need to 
quickly identify and hire tal¬ 
ented employees, work through 
the stresses of a downsizing or 
business restructuring, and re¬ 
spond to and reduce the 
chances of potential legal prob¬ 
lems. For example, within the 
first six months of Jessica 
Keim's tenure as HR manager 
for Multex.com, an online finan¬ 
cial services firm, the company 
grew from 350 to 500 employ¬ 
ees by acquiring two 
companies. Potential legal 
problems exist because young, 
inexperienced managers of 
many dot-coms have created a 
fraternity-party culture that is 
needed for innovation and cre¬ 
ativity but may cultivate sexual 
harassment. It's also not un¬ 
usual to find incomplete 
personnel folders or poor docu¬ 
mentation about when and why 
employees were terminated. 

This occurs because to be 
successful dot-coms have to 
focus so intently on bringing a 
product or service to market 
and making sales to survive 
that they do not have time to 
develop HRM policies, proce¬ 
dures, or standards. Also, the 


work environment tends to be 
casual, dress codes may be 
loose, and work schedules are 
flexible. HRM needs to maintain 
a balance between accommo¬ 
dating the unique needs of an 
unstructured and creative 
workforce and enforcing neces¬ 
sary policies and procedures. 
Managers and employees 
often don't know how to nur¬ 
ture or mentor people, so 
counseling is needed. One 
HR professional summarized 
the experience as being like 
"a counselor at a day care 
camp." 

Despite these challenges, 
dot-coms offer a dynamic, ex¬ 
citing HRM work environment. 
Their small size allows HR pro¬ 
fessionals to speak directly to 
the CEO. Because of the impor¬ 
tant role that HRM practices 
such as recruiting, selection, 
and compensation play in a 
growing company, HRM is 
asked to get involved with 
strategic decision making. As 
Beth Skrzyniarz, vice president 
of HRM for NetFolio Inc., an 
Internet-based investment advi¬ 
sor firm, says, "You're invited to 
sit at the table a lot more ... 
you are heard a lot more than 
you would be in a big corpora¬ 


tion." Because of the numerous 
HRM needs of small dot-coms, 
HRM sees its decisions imple¬ 
mented, quickly sees the 
impact on the business, and re¬ 
ceives personal recognition for 
successful actions. Successful 
candidates for HRM positions 
in dot-com companies are flexi¬ 
ble and resilient to chaos and 
like challenge. They have a pas¬ 
sion for the Internet and 
e-commerce. HR professionals 
are expected to work without 
much structure and be confi¬ 
dent in their decisions. They 
need to be able to constantly 
refine the HRM services the 
company offers to meet or ex¬ 
ceed those of the competition. 
The dot-com environment is 
challenging but offers the op¬ 
portunity to work with 
intelligent, energetic, and en¬ 
thusiastic people. The pace is 
fast, and decisions can be 
made quickly without a lot of 
red tape. HRM professionals 
have the opportunity to build 
the HR function from scratch, 
something that is virtually im¬ 
possible in a large, more 
established company. 

SOURCE: L. Grensing-Pophal, "Are You 
Suited for a Dot-Com?" HR Magazine, 
November 2000, pp. 75-80. 


What are the HRM demands in e-business? The Competing in the New Economy 
box above highlights human resource management at dot-com companies, which are 
considered e-businesses. 


15 


16 chapter i Human Resource Management: Gaining a Competitive Advantage 


Structure of the Economy. The competition for labor is affected by the growth and 
decline of industries, jobs, and occupations. Competition for labor is also influenced 
by the number and skills of persons available for full-time work. Figure 1.5 shows ex¬ 
pected job openings due to new jobs (growth and job openings resulting from having 
to replace employees due to retirement, disability, or leaving the workforce to attend 
school or stay at home). Most of the new job growth in professional specialties is ex¬ 
pected among teachers, librarians, and counselors; computer, mathematical, and op¬ 
erations research occupations; and health assessment and treatment occupations. 
Computer-related positions, such as computer engineers, computer support special¬ 
ists, system analysts, and computer database administrators, are projected to be four 
of the fastest-growing jobs in the economy.2 s The largest number of job openings will 
be in occupations requiring a bachelor's degree and on-the-job training. Employees 
with the most education will have greater opportunities in the job market and better 
chances of landing higher-paid jobs. Retail will continue to provide jobs for unskilled 
workers.2 6 

Service occupations make up the next fastest-growing job group, with an expected 
addition of 46 million jobs. This has important implications for FIRM. Research 


FIGURE 1.5 

Job Openings Due 
to Growth and 
Replacement Needs 
by Major 
Occupational 
Group, Projected 
1998-2008. 
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SOURCE: "Tomorrow's Jobs" in the 2000-01 Occupational Outlook Handbook, chart 
11. From website http://stats.bls.gov/oco/oco2003.htm. 
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shows that employee perceptions of HRM practices are positively related to customer 
evaluation and service quality. To maximize customer service, companies with serv¬ 
ice jobs should consider creating both a positive experience for the customer and pro¬ 
gressive HRM policies. 

Increased Value Placed on Knowledge. By one estimate, up to 75 percent of the 
source of value in a company is intangible intellectual capital, which refers to the cre¬ 
ativity, productivity, and service provided by employees.2 7 Effective management of 
people is key to boosting the value of intellectual capital. This includes understanding 
what the company is about, what it does, the expectations for performance, how and 
why performance will be rewarded, and how employee talents will be developed. Today 
more companies are interested in developing intellectual capital to gain an advantage 
over competitors. As a result, companies are trying to attract, develop, and retain 
knowledge workers. Knowledge workers are employees who own the means of pro¬ 
ducing a product or service. Such employees cannot simply be ordered to perform 
tasks; rather, they must share knowledge and collaborate on solutions. Knowledge 
workers contribute specialized knowledge that their managers may not have, such as 
information about customers. Managers depend on them to share information. Knowl¬ 
edge workers have many job opportunities; if they choose, they can leave a company 
and take their knowledge to a competitor. Knowledge workers are in demand because 
of the growth of service-producing jobs requiring them. This includes jobs in health 
services, business services, social services, engineering, and management. 

To completely benefit from employees' knowledge requires a management style 
that focuses on developing and empowering employees. Empowerment means giving 
employees responsibility and authority to make decisions regarding all aspects of 
product development or customer service.2 8 Employees are then held accountable for 
products and services; in return, they share the resulting rewards and losses. HRM 
practices related to performance management, training, work design, and compensa¬ 
tion are important. For empowerment to succeed, managers must be trained to link 
employees to resources within and outside the company (people, websites, and so on), 
help employees interact with staff throughout the company, and ensure that employ¬ 
ees are updated on important issues and cooperate with each other. Employees must 
also be trained to use the Internet, e-mail, and other tools for communicating, col¬ 
lecting, and sharing information. 

As more companies become knowledge-based, they must promote and capture 
learning at the employee, team, and company levels. Buckman Laboratories, for ex¬ 
ample, is known for its knowledge management practices. 29 Buckman Laboratories 
develops and markets speci'alty chemicals. Buckman's CEO, Robert Buckman, has de¬ 
veloped an organizational culture, technology, and work processes that encourage the 
sharing of knowledge. Employees have laptop computers so they can share informa¬ 
tion anywhere and anytime via the Internet. The company set up rewards for inno¬ 
vation and knowledge creation and exchange by measuring performance based on the 
percentage of sales of new products. Buckman also changed the focus of the com¬ 
pany's information systems department, renaming it the "knowledge transfer depart¬ 
ment" to better match the service it is supposed to provide. 

Skill Requirements. As the occupational structure of the U.S. economy has shifted 
to emphasize knowledge and service work, skill requirements have changed.3° The de¬ 
mand for specific skills is being replaced by a need for cognitive skills-mathematical 
and verbal reasoning ability-and interpersonal skills related to being able to work in 
teams or to interact with customers in a service economy (such as patients, students. 
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Creativity, 
productivity, and 
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vendors, and suppliers). Many jobs, especially those in e-business, require employees 
to have technology-related skills (like using the Internet, spreadsheets, and statistical 
software packages). Cognitive and interpersonal skills are important because in the 
service-oriented economy employees must take responsibility for the final product or 
service. Variety and customization requires employees who are creative and good 
problem solvers. Continuous innovation requires the ability to learn, especially as 
technology changes jobs. To add novelty and entertainment value for customers, 
workers must be creative. 

Most companies relate these skills to educational attainment, using a college de¬ 
gree as a standard to screen prospective new employees. However, some companies 
who are unable to find qualified employees rely on training to correct skill deficien¬ 
cies after hiring) 1 Other companies team up with universities, community colleges, 
and high schools to design and teach courses ranging from basic reading to design 
blueprint reading. The skills gap has decreased competitiveness because it makes it 
difficult for companies to upgrade technology, reorganize work, and empower em¬ 
ployees, which are key elements in high-performance work systems. 

Changes in the Employment Relationship. Economic downturns will continue to 
occur, resulting in layoffs in all industries. For example, recently Xerox laid off 12,000 
employees and Cisco Systems 3,000 employees. Due to excessive optimism about the 
Internet, nearly 600 dot-coms such as e-Tots Inc and Webvan Group Ine. (which de¬ 
livered groceries ordered over the Internet) have gone out of business since January 
2000. Layoffs and bankruptcies have played a major role in changing the employment 
relationship. The psychological contract describes what an employee expects to con¬ 
tribute and what the company will provide to the employee for these contributions. 32 
Unlike a sales contract, a psychological contract is not written. Traditionally, com¬ 
panies expected employees to contribute time, effort, skills, abilities, and loyalty. In 
return, companies would provide job security and opportunities for promotion. How¬ 
ever, in the new economy a new type of psychological contract is emerging. 33 The 
competitive business environment demands frequent changes in the quality, innova¬ 
tion, creativeness, and timeliness of employee contributions and the skills needed to 
provide them. This has led to company restructuring, mergers and acquisitions, lay¬ 
offs, and longer hours for many employees. Companies demand excellent customer 
service and high productivity levels. Employees are expected to take more responsi¬ 
bility for their own careers, from seeking training to balancing work and family. In 
exchange for top performance and working longer hours without job security, em¬ 
ployees wan.t companies to provide flexible work schedules, comfortable working 
conditions, more autonomy in accomplishing work, training and development op¬ 
portunities, and financial incentives based on how the company performs. Employees 
realize that companies cannot provide employment security, so they want employa- 
bility-that is, they want their company to provide training and job experiences to 
help ensure that employees can find other employment opportunities. The human re¬ 
source management challenge is how to build a committed, productive workforce in 
turbulent economic conditions that offer opportunity for financial success but can 
also quickly turn sour, making every employee expendable. 

As a result of this changing psychological contract, companies are using more 
alternative work arrangements. Alternative work arrangements include independent 
contractors, on-call workers, temporary workers, and contract company workers. The 
Bureau of Labor Statistics estimates that there are 12.2 million "nontraditional 
workers," including 8.2 million independent contractors, 2 million on-call workers, 1.2 
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million temporary workers, and approximately 800,000 contract company workers 
(workers employed by a company that provides them to other companies under a con¬ 
tract). These alternative work arrangements constitute about 10 percent of employees.3 4 

More workers in alternative employment relationships are choosing these arrange¬ 
ments. Most independent contractors and contract workers have chosen this type of 
arrangement, whereas temporary agency workers and on-call workers prefer traditional 
full-time employment. There is some debate whether nontraditional employment rela¬ 
tionships are good or bad. Some labor analysts argue that alternative work arrange¬ 
ments are substandard jobs characterized by low pay, fear of unemployment, poor 
health insurance and retirement benefits, and dissatisfying work. Others claim that 
these jobs provide flexibility for both companies and employees in a tight labor market. 
Alternative work arrangements allow companies to more easily modify their hiring lev¬ 
els and are more cost-effective when demand for products and service fluctuates. Al¬ 
ternative arrangements also allow employees to balance work with nonwork activities. 

Demanding Work, but with More Flexibility. The globalization of the world econ¬ 
omy and the development of e-commerce have made the notion of a 40-hour work 
week obsolete. As a result, companies need to be staffed 24 hours a day, seven days a 
week. Employees in manufacturing environments and service call centers are being 
asked to move from 8- to 12-hour days or to work afternoon or midnight shifts. Sim¬ 
ilarly, professional employees face long hours and and work demands that spill over 
into their personal lives. E-mail, pagers, and cell phones bombard employees with in¬ 
formation and work demands. In the car, on vacation, on planes, and even in the 
bathroom, employees can be interrupted by work demands. More demanding work re¬ 
sults in greater employee stress, less satisfied employees, loss of productivity, and 
higher turnover-all of which are costly for companies. 

Many companies are taking steps to provide more flexible work schedules, protect 
employees' free time, and more productively use employees' work time. Workers con¬ 
sider flexible schedules a valuable way to ease the pressures and conflicts of trying to 
balance work and nonwork activities. Employers are using flexible schedules to recruit 
and retain employees and to increase satisfaction and productivity. For example. In¬ 
ternational Paper plants need to run paper-producing machinery 24 hours a day, 
seven days a week. The challenge for the company was to devise a schedule that keeps 
the machines running while allowing employees to balance work and rest. At its plant 
in OePere, Wisconsin, employees are asked to rotate between daytime work hours to 
nighttime shifts and back again. Typically, such rotating shifts force employees to 
continually adjust to different sleep patterns and disrupt social activities. At the 
OePere plant, shifts have be~n extended from 8 to 12 hours. The typical rotation fol¬ 
lows a pattern of four days on, two off. three on, three off, three on, and four off. This 
means employees work only 190 days a year and can balance the demands of work and 
family life. As another example, in response to the loss of talented computer service 
employees who were forced to answer calls late at night and on weekends, Hewlett- 
Packard redesigned work schedules to allow employees to volunteer to work either 
during the week or on weekends. As a result, turnover rates decreased and customer 
response times improved. 35 To protect employees' nonwork time, some companies, 
such as the consulting firm Ernst & Young, allow employees to wait until they return 
to work to answer weekend or vacation voice mail and e-mail messages. 36 At SCJohn- 
son in Racine, Wisconsin, employees often had to take work home on the weekends 
because they were so tied up in meetings from Monday through Friday that they had 
to finish duties on their own time)7 SCJohnson now completely bans all meetings for 
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two Fridays each month. The policy helps employees rest on at least two weekends 
and work at home on those Fridays because they won't be afraid of missing a meeting. 


Finding and Keeping the Best Employees 

There are several ways that companies are trying to win the war for talent; all involve 
HRM practices. They include finding creative ways to avoid layoffs and retirement, 
creating a positive work environment, and expanding the search for talent to the 
global labor force. 

Companies are coming up with creative ways to avoid layoffs or remain connected 
to laid-off talented employees whom they worked hard to recruit. 38 For example. Sun 
Microsystems is trying to avoid layoffs by closing plants over the summer. Cisco Sys¬ 
tems is paying some laid-off employees one-third of their previous salaries and will 
continue to provide full benefits, including health insurance, use of a laptop, and ac¬ 
cess to the company gym. After a year the employees will get an additional two 
months' salary to help pay for a job search inside Cisco. Charles Schwab is promising 
a $75,000 rehiring bonus to any of the 2,100 employees laid off who return within 18 
months. Many companies are considering rehiring retired employees on a part-time 
basis or as consultants, and rather than offering all-or-none retirement programs, they 
are allowing employees to gradually phase out of work. For example, Monsanto Cor¬ 
poration has developed its own in-house temporary employment agency, the Retiree 
Resource Corporation (RRC), to utilize retirees' talents. 39 

Macy's West has developed a comprehensive retention strategy that includes (1) 
advising managers on how to run meetings and conduct performance evaluations in 
a way that will motivate associates, (2) flexible schedules, (3) development opportu¬ 
nities to prepare associates to be managers. 40 Executives at Macy's are also held ac¬ 
countable for retention among the employees who report to them. 

Consider how SAS Institute is trying to win the war for talent by giving employ¬ 
ees the opportunity to do interesting work in a comfortable environment that permits 
them to have both jobs and lives. 41 SAS Institute is a privately held worldwide com¬ 
pany that develops and markets statistical software. By any criteria, SAS is successful; 
80 percent of the Fortune 500 companies use its software. SAS Institute operates on 
the basis of trust. The company has no sick days or sick leave policy. Employees can 
take as many days as they need; if they take advantage of the policy they are fired. The 
company's approach to performance management involves setting high expectations 
and giving employees the freedom to meet the expectations. SAS Institute is most 
famous for its generous, family-friendly benefits and pleasant physical environment. 
Every employee has a nice private office with computer equipment. Company policy 
is for employees to work 35 hours a week or a 9-to-5 day with an hour for lunch or 
exercise. The company is closed after 5 P.M. The company also has an on-site medical 
facility, on-site day care, a fitness center, and a liberal snack policy. Every Wednesday 
afternoon, plain and peanut M&Ms are distributed to snack areas on every floor in 
every building (the company uses 22.5 tons of M&Ms per year). Not surprisingly, 
SAS Institute has a low turnover rate. Many other high-tech and pharmaceutical 
companies are located close to SAS's headquarters in Cary, North Carolina, so com¬ 
petition for talented employees is high. However, SAS Institute's work environment 
encourages employees to stay even if they have opportunities at other companies. 
SAS's business strategy will soon make it a publicly traded company. Although SAS 
Institute will face challenges, its HRM practices will continue to give the company a 
competitive advantage. 
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Companies are relying on the global labor market to find employees with specific 
talent. In India, computer programmers and call center employees work part-time on 
contracts for numerous companies around the world. Companies such as Conseco, an 
insurance firm, are finding that by outsourcing or contracting business to India, they 
can find a greater supply of better-educated persons than in the United States. 42 The 
Indian employees are excited about the type of customer service work offered and are 
loyal and eager to learn, taking the initiative to improve business processes and please 
their customers. In the United States it is difficult to find and retain the same type of 
employees. The cost of doing business in India (such as wages and benefits) are much 
cheaper, so this outsourcing helps improve the bottom line. Companies are also mov¬ 
ing business operations to where employees are available. 43 In Ireland more than 100 
international companies have set up telemarketing operations, and the country is at¬ 
tracting employees from all over Europe. 


The Global Challenge 

Companies are finding that to survive they must compete in international markets as 
well as fend off foreign corporations' attempts to gain ground in the United States. To 
meet these challenges, U.S. businesses must develop global markets, use their prac¬ 
tices to improve global competitiveness, and better prepare employees for global as¬ 
signments. 

Development of Global Markets. Anecdotal evidence suggests that the most ad¬ 
mired and successful companies in the world have not only created multinational cor¬ 
porations, but have created organizations with workforces and corporate cultures that 
reflect the characteristics of the global markets in which they operate. 44 Examples of 
these companies include General Electric, Coca-Cola, Microsoft, Walt Disney, Intel, 
Toyota Motors, ABB Asea Brown Boveri, and Hewlett-Packard. 

These companies' key priorities include traditional business objectives such as cus¬ 
tomer focus and innovation. However, a distinguishing characteristic is that these 
companies believe that people are their most important asset. Believing that employ¬ 
ees are the key to success translates into human resource management practices such 
as rewarding employee performance, measuring employee satisfaction, using an in¬ 
tensive employee selection process, promotion from within, and investing in em¬ 
ployee development. 

Globalization has affected not only businesses with international operations. Com¬ 
panies without international operations buy or use goods that have been produced 
overseas, hire employees with diverse backgrounds, and compete with foreign-owned 
companies operating within and outside the United States. More companies are en¬ 
tering international markets by exporting their products overseas, building manufac¬ 
turing facilities in other countries, entering into alliances with foreign companies, 
and engaging in e-commerce. Globalization is not limited to a particular sector of the 
economy or product market. For example, Procter & Gamble is targeting feminine 
hygiene products to new markets such as Brazil. The demand for steel in China, India, 
and Brazil is expected to grow at three times the U.S. rate. Developing nations such 
as Taiwan, Indonesia, and China may account for over 60 percent of the world econ¬ 
omy by 2020. 45 Consider the market for Western goods from computers to hamburg¬ 
ers in China. China has a population of 1.2 billion with 200 million people living in 
cities! And in Latin America, governments are selling state-owned businesses to pri¬ 
vate investors, and foreign investment is welcome. Global business expansion has 
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been made easier by technology. The Internet allows data and information to be in¬ 
stantly accessible and sent around the world. Using the Internet, e-mail, and video- 
conferencing, business deals can be completed between companies thousands of miles 
apart. Mark Braxton, chief technology officer for GM OnStar-Europe, believes that 
new technologies will open up opportunities for underdeveloped villages and com¬ 
munities in Africa, Asia, Europe, the United States, Central America, and South 
America by allowing employers to consider locating telephone service centers where 
companies would never have considered putting them. 46 Economically deprived com¬ 
munities in Ireland, Brazil, and Mexico are being equipped with satellite links that 
give them access to universities, local government offices, and businesses. This is not 
to say that developing these markets will be easy. Political instability, poor roads and 
communications, and poor economies increase the risks involved in doing global 
business in developing countries. 

Despite the risks, many U.S. competitors are willing to gamble and are realizing 
high returns. They are reacting decisively to global changes and are positioning them¬ 
selves as active participants in areas of the world that are expected to grow most rap¬ 
idly. For example, ABB Asea Brown Boveri AG (Europe's largest engineering com¬ 
pany and a competitor of General Electric) was one of the first Western companies to 
react to the Asian monetary crisis. 47 With over 219,000 employees worldwide, ABB 
was considered a global company well before the Asian monetary crisis. But to capi¬ 
talize on the crisis, the company underwent a massive restructuring plan involving 
layoffs in Europe and North America and production shifts to low-cost countries in 
Asia. The company also did away with its regional reporting structure and organized 
its businesses along global lines. ABB hopes to beat its rivals by capitalizing on Asia's 
low production costs, which are half of European costs. 

Training has an important role in ABB's global business success. One of the biggest 
problems that ABB has to overcome is resistance to the idea that Asian countries can 
match the standards of European or North American factories and complete work on 
time. Plant managers at its electrical motor facility in Shanghai, China, have been 
trained in ABB quality standards by ABB employees on assignment in China (em¬ 
ployees known as expatriates). 

Competitiveness in Global Markets through HRM Practices. While many large 
firms such as Exxon, Ford, and Procter & Gamble are already multinational corpora¬ 
tions that span the globe, many medium-sized and small businesses are becoming in¬ 
creasingly international. To succeed in the global marketplace, the challenge for all 
businesses-r~gardless of size-is to understand cultural differences and invest in 
human resources. Consider how Starbucks Coffee handled its recent expansion into 
Beijing, China. 48 Competition for local managers exceeds the available supply. As a 
result, companies have to take steps to attract and retain managers. Starbucks re¬ 
searched the motivation and needs of the potential local management workforce. 
The company found that managers were moving from one local Western company to 
another for several reasons. In the traditional Chinese-owned companies, rules and 
regulations allowed little creativity and autonomy. Also, in many joint U.S.-China 
ventures, local managers were not trusted. To avoid local management turnover, in 
its recruiting efforts Starbucks emphasized its casual culture al{d opportunities for de¬ 
velopment. Starbucks also spends considerable time in training. New managers are 
sent to Tacoma, Washington, to learn the corporate culture as well as the secrets of 
brewing flavorful coffee. 

To compete in the world economy, U.S. companies need to put greater effort into 
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selecting and retaining talented employees, employee training and development, and 
dismantling traditional bureaucratic structures that limit employees' ability to inno¬ 
vate and create. 49 

Preparing Employees for International Assignments. Besides taking steps to ensure 
that employees are better used, U.S. companies must do a better job of preparing em¬ 
ployees and their families for overseas assignments. The failure rate for expatriates is 
higher than that for European and Japanese expatriates. 50 U.S. companies must care¬ 
fully select employees to work abroad based on their ability to understand and respect 
the cultural and business norms of the host country, their language skills, and their tech¬ 
nical ability. (See the "Competing through Globalization" box.) Additionally, U.S. 
companies must be willing to train and develop foreign employees to win foreign busi¬ 
ness. Several companies (such as Boeing and CSX Corporation) bring foreign workers 
to the United States for training and then return them to their home countries. 51 For 
example, Boeing brings workers from India and Poland to the United States. They re¬ 
turn home with needed knowledge in aircraft design and manufacturing. 


The Challenge of Meeting Stakeholders' Needs 

As we mentioned earlier, company effectiveness and competitiveness are determined 
by whether the company satisfies the needs of stakeholders. Stakeholders include 
stockholders (who want a return on their investment), customers (who want a high- 
quality product or service), and employees (who desire interesting work and reason¬ 
able compensation for their services). The community, which wants the company to 
contribute to activities and projects and minimize pollution of the environment, is 
also an important stakeholder. 


The Balanced Scorecard: Measuring Performance to Stakeholders 

The balanced scorecard gives managers an indication of the performance of a com¬ 
pany based on the degree to which stakeholder needs are satisfied; it depicts the 
company from the perspective of internal and external customers, employees, and 
shareholders. 52 The balanced scorecard is important because it brings together most 
of the features that a company needs to focus on to be competitive. These include 
being customer-focused. improving quality, emphasizing teamwork, reducing new 
product and service development times, and managing for the long term. 

The balanced scorecard differs from traditional measures of company performance 
by emphasizing that the critical indicators chosen are based on the company's business 
strategy and competitive demands. Companies need to customize their balanced score- 
cards based on different market situations, products, and competitive environments. 


Balanced scorecard 

A means of 
performance 
measurement that 
gives managers a 
chance to look at 
their company from 
the perspectives of 
internal and external 
customers, 
employees, and 
shareholders. 


Using the Balanced Scorecard to Manage Human Resources. Communicating the 
scorecard to employees gives them a framework that helps them see the goals and 
strategies of the company, how these goals and strategies are measured, and how they 
influence the critical indicators. For example. Chase Manhattan Bank used the bal¬ 
anced scorecard to change the behavior of customer service representatives. 53 Before 
the company implemented the scorecard, if a customer requested a change ill a bank¬ 
ing service, the representative would have simply met the customer's need. Based on 
knowledge of the scorecard, the customer service representative might now ask if the 
customer is interested in the bank's other services such as financial planning, mort¬ 
gages, loans, or insurance. 



As companies expand globally, 
they are spending more time 
and energy assessing employ¬ 
ees' cultural fit for overseas 
assignments. Research and 
practice indicate that the 
biggest mistake companies 
make is choosing people who 
have the technical skills needed 
to perform the job, but ignor¬ 
ing personality characteristics 
and family support. One esti¬ 
mate is that the cost of each 
failed overseas assignment 
ranges from $200,000 to 
$500,000. These costs relate to 
lost productivity, relocation, re¬ 
cruitment, and severance 
(buyout of employment) for the 
unsuccessful employee. Over¬ 
seas assignments typically fail 
because the employee or family 
becomes homesick, or the em¬ 
ployee cannot cope with the 
nuances of interacting with oth¬ 
ers in a different culture. 

Tricon Restaurants Interna¬ 
tional, based in Dallas, Texas, 
has 100 expatriates; 20 are 


Americans working overseas. Tri¬ 
con is the franchiser for over 
10,000 overseas Kentucky Fried 
Chicken, Pizza Hut, and Taco 
Bell Restaurants. Rather than 
choosing candidates who are 
merely excited about overseas 
assignment and who have the 
technical skills to perform the 
job, Tricon is taking a closer look 
at whether the candidates have 
the necessary personality char¬ 
acteristics, especially their ability 
to adapt to different situations, 
and the family support needed 
to succeed in overseas assign¬ 
ments. To identify employees for 
overseas assignments, Tricon in¬ 
terviews candidates about the 
position, the country's culture, 
and its marketplace. If there is 
any doubt whether the candi¬ 
date can make the adjustment, 
a consulting firm is hired to fur¬ 
ther assess whether the 
candidate has the personality 
needed to succeed in an over¬ 
seas assignment. Some of the 
personality characteristics 


needed include empathy, adapt¬ 
ability, and the ability to interact 
with others (sociability). If candi¬ 
dates pass the interview, a 
360-degree feedback survey, 
which asks peers and their man¬ 
ager about their strengths and 
weaknesses, is used to evaluate 
their skills. If the evaluation is 
positive, candidates and their 
families are sent overseas for a 
week. During the visit, local 
managers evaluate the candi¬ 
date while the family evaluates 
the community. The family 
spends time touring local 
schools, potential housing 
locations, and meeting with 
other expatriates in the country 
who help them understand the 
local culture and environment. If 
the local managers find the can¬ 
didate acceptable, the 
candidate, with input from fam¬ 
ily, can accept or reject the 
position. 

SOURCE: Based on C. Patton, "Match 
Game," Human Resource Executive, 2001, 
pp. 36-41. 


The balanced scorecard should be used to (1) link human resource management 
activities to the company's business strategy and (2) evaluate the extent to which the 
HRM function is helping the company meet its strategic objectives. Measures of 
HRM practices primarily relate to productivity, people, and process. 54 Productivity 
measures involve determining output per employee (such as revenue per employee). 
Measuring people includes assessing employees' behavior, attitudes, or knowledge. 
Process measures focus on assessing employees' satisfaction with people systems within 
the company. People systems can include the performance management system, the 
compensation and benefits system, and the development system. The "Competing by 








COMPETING 
BY MEETING 
STAKEHOLDERS' 
NEEDS 


For Fmpl 
the Venue 
Difference 


,.h~ill.s. Bureau- of LaborStatis- 
tKTreportsthat the typical 
American worker holds nine 
different jobs before age $2. 
Turnover Cqnnot beeliminqted, 
an<;lit can be positive. Turnover 
creates promotion opportuni¬ 
ties and allows for the 
recruitment of new talent. But 
excessive tu~nover can disrupt 
customer service, innovation, 
arid productivity, especially if 
thlp<employees who leave take 
liViththem valuable industry- 
specific knowledge and 
customer relationships. At 
Athleta Corporation, a retail 
catalog and online sports ap- 
par$1 company founded in 1997 
iniPetaluma, California, the 
workforce is so committed to 
the company that turnover is 
less than 1 percent, productivity 
islncreasi n~,angth~coh1pany 
grew 500 percent, last year. 
Atbleta offers clothing from 


companies like Patagonia, She- 
Beest, and Adidas, and it also 
designs its own line of Athleta 
Essentials bbdywear and 
technica l-pparerfor running 
and cycling. The work environ¬ 
ment has contributed to 
employee retention. The CEO 
has created a culture in which 
most of the 60 employees set 
their own work schedules and 
can take personal time during 
the day. Work gets done be¬ 
cause employees seek to learn 
other employees' jobs (cross¬ 
training) and fill in for each 
other during the day. Employ¬ 
ees who take time off for 
personal reasons willingly work 
odd hours. The work environ¬ 
ment is about enjoying work, 
and team support is the rule. 
That team also includes a 
ber of canines, so if you visit 
Athleta, you'll likely be greeted 
by a pack of friendly dogs curi- 


oust9~eeiiliVhat treats you've 
broughtzbe-.The dogs offer 
excellent run~i~g company and 
the occasional-restling match 
or game of fetch to reduce 
stress. Athleta encoyrages peo- 
pie to take time outq.l)d 
participate in some type/of 
physical activity during thed~y. 
The open space preserve be¬ 
hind the company facility is 
used by runners; part of a stor¬ 
age area is a makeshift gym, 
complete with weights, mats, 
and a treadmill. Group fitness 
classes, including kick-boxing 
and circuit trqining, are also, of¬ 
fered SO employees can sweat, 
laugh,apdsometimes grimace 
in pain tog.ethTr_team build¬ 

ing atitsfinest! 

SOURCE: Based on the Athleta Corporation 
website. Iwww :ithlet;i.rom I 9/22/01; and 
K. Dobbs, "Knowing How to Keep Your Best 
and Brightest," Workforce, April 2001, pp. 
56-60. 


Meeting Stakeholders' Needs" box shows how people systems can contribute to com¬ 
petitive advantage. For HRM activities to contribute to a company's competitive ad¬ 
vantage, managers need to consider the questions shown in Table 1.5 and be able to 
answer them! 

For example, at Tellabs, a company that provides communication service products 
(such as optical networking) around the world, key results tracked on the balanced 
scorecard include revenue growth, customer satisfaction, time to market for new 
products, and employee satisfaction. 55 Every employee has a bonus plan; bonuses are 
tied to performance as measured by the scorecard. The performance appraisal process 
measures employee performance according to departmental objectives that support 
the scorecard. At quarterly meetings, how employee performance is evaluated ac¬ 
cording to the scorecard is shared with every employee, and the information is also 
available on the company Intranet website. 
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TABLE 1.5 
The Balanced 
Scorecard 


Total quality 
management 
(TQM) 

A cooperative form 
of doing business 
that relies on the 
talents and 
capabilities of both 
labor and 
management to 
continually improve 
quality and 
productivity. 


Malcolm Baldrige 
National Quality 
Award 

An award 

established in 1987 
to promote quality 
awareness, to 
recognize quality 
achievements of 
U.S. companies, and 
to publicize 
successful quality 
strategies. 
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Internal 


What must we 
excel at? 


Financial 


shareholders? 


Processes that influence customer 
satisfaction, availability of information 
on service and/or manufacturing 
processes 

Irtljamve ' 

ne# products, ’ ' 4 •/' 
im'prov^msrtt, empowering of'' , v 

Profitability, growth, shareholder value 



QUESTIONS 

EXAMPLES OF CRITICAL 

PERSPECTIVE 

ANSWERED 

INDICATORS 


Meeting Customer Needs for Quality 

To compete in today's economy, whether on a local or global level, companies need 
to provide a quality product or service. If companies do not adhere to quality stan¬ 
dards, their ability to sell their product or service to vendors, suppliers, or customers 
will be restricted. Some countries even have quality standards that companies must 
meet to conduct business there. Total Quality Management (TQM) is a company¬ 
wide effort to continuously improve the ways people, machines, and systems accom¬ 
plish work. 56 Core values of TQM include the following: 57 

• Methods and processes are designed to meet the needs of internal and external cus¬ 
tomers. 

• Every employee in the company receives training in quality. 

• Quality is designed into a product or service so that errors are prevented from oc¬ 
curring, rather than being detected and corrected. 

• The company promotes cooperation with vendors, suppliers, and customers to im¬ 
prove quality and hold down costs. 

• Managers measure progress with feedback based on data. 

There is no universal definition of quality. The major differences in its various def¬ 
initions relate to whether customer, product, or manufacturing process is emphasized. 
For example, quality expert W. Edwards Deming emphasized how well a product or 
service meets customer needs. Phillip Crosby's approach emphasizes how well the 
service or manufacturing process meets engineering standards. Table 1.6 contrasts the 

HRM practices in companies recognized for successfully implementing TQM with 
traditional management practices. To ensure the success ofTQM, companies need to 
create an environment that supports innovation, creativity, and risk taking to meet 
customer demands. Participative problem solving involving managers, employees, 
and customers should be used. Employees should not be afraid to communicate infor¬ 
mation regarding customer needs to managers. * 

The emphasis on quality is seen in the establishment of the Malcolm Baldrige Na¬ 
tional Quality Award and the ISO 9000:2000 quality standards. The Baldrige award, 
created by public law, is the highest level of national recognition for quality that a 
U.S. company can receive. To become eligible for the Baldrige, a company must com¬ 
plete a detailed application that consists of basic information about the firm, as well 
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Voice and involvement 


Employment at will 


Due process 
Quality circles 
Attitude surveys 


Suggestion systems 


Job-related skills 


Broad range of skills 
Cross-functional 
Diagnostic, problem solvinq 


Functional, technical 






Rewards 
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TABLE 1.6 

HRM Practices in Total Quality Companies 

In companies that successfully implemented TOM. the corporate climate emphasized collective and cross-functional work, 
coaching and enabling employees, customer satisfaction, and quality, rather than the traditional emphasis on individualism, 
hierarchy, and profit. 


SOURCE: Academy of Management Executive, by R. Blackburn and B. Rosen. Copyright © 1993 by Academy of Management. 
Reproduced with permission of Academy of Management via Copyright Clearance Center. 


as an in-depth presentation of how it addresses specific criteria related to quality 
improvement. The categories and point values for the Baldrige award are found in 
Table 1.7. It is important to note that human resources is recognized as an important 
criterion. The award is not given for specific products or services. Three awards may 
be given annually in each of these categories: manufacturing, service, small business. 


Competition for individual 
merit increases and benefits 


Team and group-based rewards 
Financial rewards, financial and 
nonfinancial recognition 


HUMAN RESOURCE 

MANAGEMENT 

CHARACTERISTICS 


TRADITIONAL MODEL 


TOTAL QUALITY MODEL 
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TABLE 1.7 

Categories and 
Point Values for the 
Malcolm Baldrige 
National Quality 
Award Examination 


m 


85 


85 


Leadership 

The way senior executives create and sustain corporate citizenship, customer 
focus, clear values, and expectations and promote quality and performance 
excellence 

Information and Analysis 

Management and effectiveness of the use of data and information to support 
customer-driven performance and market excellence ... 

Strategic Planning 

the way the company sets strategic direction, how it determines plan 
requirements, and how plan requirements relate to performance management 

Human Resource Focus 

Company's efforts to develop and utilize the workforce and to maintain an 
environment conducive to full participation, continuous improvement, and 
personal and organizational growth t .. .. 

Process Management 

Process design and control, including customer-focused design, product and 
service delivery, support services, and supply management 

Business Results 

Company's performance and improvement in key business areas (product, service, 
and supply quality, productivity, and operational effectiveness and related financial 
indicators) 

Customer and Market Focus 

Company's knowledge of the customer, customer service systems, responsiveness 
to customer, and customer satisfaction 

Total Points 1 ' 000 


450 


SOURCE: Based on Malcolm Baldrige National Quality Award 2000 Award Criteria (Gaithersburg, 
MD: National Institute of Standards and Technology, 2000). 


education, and health care. All applicants for the Baldrige Award undergo a rigorous 
examination that takes from 300 to 1,000 hours. Applications are reviewed by an in¬ 
dependent board of 400 examiners who come primarily from the private sector. Each 
applicant receives a report citing strengths and opportunities for improvement. 

HRM practices, especially training, play an important role in improving quality. 
Operations Management International Inc. (OMI) is a 2000 Baldrige Award winner 
in the service category. OMI operates and maintains more than 160 public- and 
private-sector wastewater and water treatment facilities in 29 states and Brazil, 
Canada, Egypt, Israel, Malaysia, New Zealand, the Philippines, and Thailand. OMI’s 
primary services are processing raw wastewater to produce clean, environmentally 
safe effluent and processing groundwater and surface water to produce clean, safe 
drinking water. Ninety-four percent of its customers are public, including cities and 
counties; 5 percent are industrial; and 1 percent are international communities or 
companies. Four strategic objectives-customer focus, business growth, innovation, 
and market leadership-enable OMI to design management systems and processes 
that consistently achieve high performance, reduce operating costs, and satisfy cus¬ 
tomers and associates. Training is key to the success of the company. OMI provides a 
broad array of training opportunities for its workforce, including a six-day Obsessed 
with Quality orientation program, OMI University for management and leadership 
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development, on-the-job training, and mentoring. OMI's expenditures on training 
and tuition almost doubled from 1996 to 2000. Overall research suggests that the 
Baldrige award has had a positive impact in overall corporate performance (including 
better employee relations and increased productivity, customer satisfaction, and 
market share). 58 

The ISO 9000:2000 standards were developed by the International Organization 
for Standardization in Geneva, Switzerland. 59 ISO 9000 is the name of a family 
of standards (ISO 9001, ISO 9004) that includes requirements such as how to estab¬ 
lish quality standards and document work processes to help workers understand qual¬ 
ity system requirements. ISO 9000:2000 has been adopted as a quality standard 
in nearly 100 countries, including Austria, Switzerland, Norway, Australia, and 
Japan. The ISO 9000:2000 standards apply to companies in many different indus- 
tries-for example, manufacturing, processing, servicing, printing, forestry, electron¬ 
ics, steel, computing, legal services, and financial services. ISO 9001 is the most com¬ 
prehensive standard because it covers product or service design and development, 
manufacturing, installation, and customer service. It includes the actual specification 
for a quality management system. ISO 9000 provides a guide for companies that want 
to improve. 

Why are standards useful? A customer may want to check that a product ordered 
from a supplier meets the purpose for which it is required. One of the most efficient 
ways to do this is having the specifications of the product defined in an international 
standard. That way, even if they are based in different countries, both supplier and 
customer are both using the same references. Today many products require testing for 
conformance with specifications or compliance with safety or other regulations before 
they can be put on many markets. Even simpler products may require supporting 
technical documentation that includes test data. One example of an ISO standard is 
on the inside cover of this book and nearly every other book. On the inside cover 
there is something called an ISBN, which stands for International Standard Book 
Number. Publishers and booksellers are familiar with ISBNs because they are the 
method through which books are ordered and bought. Try buying a book on the In¬ 
ternet, and you will soon learn the value of the ISBN-there is a unique number for 
the book you want! And it is based on an ISO standard. 

In addition to competing for quality awards and seeking ISO certification, many 
companies are using the Six Sigma process. The Six Sigma process refers to a system 
of measuring, analyzing, improving, and then controlling processes once they have 
been brought within the narrow Six Sigma quality tolerances or standards. The ob¬ 
jective of Six Sigma is to create a total business focus on serving the customer-that 
is, deliver what customers 'really want when they want it. For example, at General 
Electric introducing the Six Sigma quality initiative meant going from approximately 
35,000 defects per million operations (which is average for most companies, includ¬ 
ing GE) to fewer than 4 defects per million in every element of every process GE busi¬ 
nesses perform-from manufacturing a locomotive part to servicing a credit card ac¬ 
count to processing a mortgage application to answering the telephone .60 Training is 
an important component of the process. Six Sigma involves highly trained employ¬ 
ees known as Champions, Master Black Belts, Black Belts, and Green Belts who lead 
and teach teams focused on an ever-growing number of quality projects. The quality 
projects improve efficiency and reduce errors in products and services. Today GE has 
over 100,000 employees trained in Six Sigma and working on over 6,000 quality proj¬ 
ects. Since 1996, when the Six Sigma quality initiative was started, it has produced 
more than $2 billion in benefits for GE. 


ISO 9000:2000 

Quality standards 
adopted worldwide. 


Six Sigma process 
System of 
measuring, 
analyzing, 
improving, and 
controlling 

processes once they 
meet quality 
standards. 
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Internal labor force 
Labor force of 
current employees. 

External labor 

market. 

Person^ outSide the| 
^Irn^w o are active y 

:: ::g ment. 

P y 


Composition of the Labor Force 

Company performance on the balanced scorecard is influenced by the characteristics 
of its labor force. The labor force of current employees is often referred to as the 
internal labor force. Employers identify and select new employees from the external 
labor market through recruiting and selection. The external labor market includes 
persons actively seeking employment. As a result, the skills and motivation of a com¬ 
pany's internal labor force are influenced by the composition of the available labor 

market (the external labor market). The skills and motivation of a company's inter- 
nallabor force determine the need for training and development practices and the ef¬ 
fectiveness o f t^ e company s compensation an rewar ^ systems. 

i r 1* O 1 r i Q r i i 

T n e Bureau o r La°or ^tatiStids, a part o r t n e U .r Department o r La°or, trac K s 
changes in the composition of the U.S. labor force and projects employment trends. 61 
Over the 1996-2006 period, the labor force is projected to increase by 15 million 
from 134 million to 149 million workers. This is an increase of 11 percent, less than 
the 14 percent increase between 1986 and 1996. The composition of the labor force 

will change because of shifts in the U.S. population. The youth labor force (ages 16 

to 24) is expected to grow more rapidly than the overall labor force for the first time 
in 25 years. The labor force aged 45 to 64 will grow faster than any other age group 
as the baby boom generation (born from 1946 to 1964) continues to age. An aging 
workforce means that employers will increasingly face HRM issues such as career 
plateauing, retirement planning, and retraining older workers to avoid skill obsoles¬ 
cence. Companies will struggle with how to control the rising costs of benefits and 

health care. Growth in the youth labor force suggests that employers will have to find 

ways to attract, train, and retain younger employees. 

As Figure 1.6 shows, the U.S. workforce is becoming increasingly diverse. It is pro¬ 
jected that by 2006 the workforce will be 72 percent white, 11 percent black, 12 per¬ 
cent Hispanic, and 5 percent Asian and other minorities. Labor force participation of 
women in all age groups is expected to increase, while men's participation rates are 
expected to continue to decline for all age groups under 45 years. The Asian and 
other labor force and Hispanic labor force are projected to increase faster than other 
groups because of immigration and higher-than-average birthrates. 


FIGURE 1.6 

Changes in the U.S. 
Workforce, 1996 
and 2006 



1996 


9 Asian and other 
men 

E3 Asian and other 
women 

H Hispanic women 
B Hispanic men 
9 Black men 
9 Black women 
9 White non-Hispanic 
women 

E3 White non-Hispanic 
men 



2006 


SOURCE: Bureau of Labor Statistics, "BLS Releases New 1996-2006 Employment Projections," 
www.bls.gov/new.release/ecopro.nws.htm. Numbers rounded to nearest percentage may not add to 
100 %. 
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Immigration is an important factor contributing to the diversity of the workforce. 
Immigrants will likely account for an additional 1 million persons in the workforce 
each year through 2006. 62 About 70 percent of these new workers will be Hispanics 
and Asians. There is considerable disagreement regarding the impact of immigration 
on employment prospects for U.S.-born workers and the U.S. economy. The U.S. 
economy has benefited by acquiring talented, intelligent workers from other coun¬ 
tries, but it is unclear whether an influx of skilled workers from other countries low¬ 
ers wages or increases unemployment for U.S.-born employees. Immigrants who enter 
the United States illegally (from formerly communist countries, for example) tend to 
have less education and depend more on the welfare system than those who enter 
legally.63 

The heterogeneous composition of the workforce challenges companies to create 
HRM practices that ensure that the talents, skills, and values of all employees are 
fully utilized to help deliver high-quality products and services. 

Managing Diversity. Because the workforce is predicted to become more diverse 
in terms of age, ethnicity, and racial background, it is unlikely that one set of values 
will characterize all employees.64 For example. Generation Yers (born between 1976 
and 1995) begin their career with the assumption they will frequently change jobs. 
They place a high value on money as well as on helping others. "Baby busters" (em¬ 
ployees born between 1965 and 1975) value unexpected rewards for work accom¬ 
plishments, opportunities to learn new things, praise, recognition, and time with the 
manager. "Traditionalists,” employees born between 1925 and 1945, tend to be un¬ 
comfortable challenging the status quo and authority. They value income and em¬ 
ployment security. 

Most employees, however, value several aspects of work regardless of their back¬ 
ground. Employees view work as a means to self-fulfillnrent-that is, a means to more 
fully use their skills and abilities, meet their interests, and allow them to live a desir¬ 
able life-style.66 One report indicated that employees who are given opportunities to 
fully use and develop their skills, receive greater job responsibilities, believe the pro¬ 
motion system is fair, and have a trustworthy manager who represents the employee's 
best interests are more committed to their companies.66 Fostering these values re¬ 
quires companies to develop HRM practices that provide more opportunity for indi¬ 
vidual contribution and entrepreneurship.67 Because many employees place more 
value on the quality of nonwork activities and family life than on pay and production, 
employees will demand more flexible work policies that allow them to choose work 
hours and locations where work is performed. 

The implications of the changing labor market for managing human resources are 
far-reaching. Because labor market growth will be primarily in female and minority 
populations, U.S. companies will have to ensure that employees and human resource 
management systems are free of bias to capitalize on the perspectives and values that 
women and minorities can contribute to improving product quality, customer service, 
product development, and market share. Managing cultural diversity involves many 
different activities, including creating an organizational culture that values diversity, 
ensuring that HRM systems are bias-free, facilitating higher career involvement of 
women, promoting knowledge and acceptance of cultural differences, ensuring in¬ 
volvement in education both within and outside the company, and dealing with em¬ 
ployees' resistance to diversity.68 Table 1.8 presents ways that managing cultural di¬ 
versity can provide a competitive advantage. Traditionally, in many U.S. companies 
the costs of poorly managing cultural diversity were viewed mainly as increased legal 



32 Chapter 1 Human Resource Management: Gaining a Competitive Advantage 


TABLE 1.8 

How Managing 
Cultural Diversity 
Can Provide 
Competitive 
Advantage 


1. Cost argument 


Resource 

acquisition 

argument 



5 . 


As organizations become more diverse, the cost of a poor 
job in integrating workers witl increase. Those who handle 
this well will thus create cost advantages over those who 




Companies develop reputations on favorability as 
prospective employers for women and ethnic minorities. 
Those with the best reputations for managing diversity will 
win the competition for the best personnel. As the labor 
pool shrinks and changes composition, this edge will 
become increasingly important. 

For multinational organizations, the insight and cultural 


t men 


Creativity 

argument 


Problem-solving 
argument ■■■■•' 


m 


6 . 


System 

flexibility 

argument 
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t js. The same rationale appliea to marketing 

to subpopulations within domestic operations. J if 

Diversity of perspectives and less emphasis on conformity 
to norms of the past (which characterize the modern 
approach to management of diversity) should improve the 
level of creativity. 

i Heterogeneity in decisions and problem-wiving groups 
potentially produces better decisions through a wider 
range of perspectives and more thorough critical,analysis 
of issues. : 

An implication of the multicultural model for managing 
diversity is that the system will become less determinate, 
less standardized, and therefore more fluid. The increased 
fluidity should create greater flexibility to react to 
environmental changes (i.e., reactions should be faster and 
cost less). 


SOURCE: Academy of Management Executive, by T.H. Cox and S. Blake. Copyright © 1991 by 
Academy of Management. Reproduced with permission of Academy of Management via Copyright 
Clearance Center. 


fees associated with discrimination cases. However, as Table 1.8 illustrates, the impli¬ 
cations of successfully managing a diverse workforce go beyond legal concerns. How 
diversity issues are managed has implications for creativity, problem solving, retain¬ 
ing good employees, and developing markets for the firm's products and services. To 
successfully manage a diverse workforce, managers must develop a new set of skills, 
including 

1. Communicating effectively with employees from a wide variety of cultural back¬ 
grounds. 

2. Coaching and developing employees of different ages, educational backgrounds, 
ethnicity, physical ability, and race. 

3. Providing performance feedback that is based on objective outcomes rather than 
values and stereotypes that work against women, minorities, and handicapped 
persons by prejudging these persons' abilities and talents. 

4. Creating a work environment that makes it comfortable for employees of all 
backgrounds to be creative and innovative. 69 
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Many U.S. companies have already made a commitment to ensuring that diversity 
in their workforce is recognized and effectively used for competitive advantage. A re¬ 
cent survey of HR professionals found that the most common diversity initiatives in¬ 
cluded recruiting efforts to increase diversity within the organization and training 
programs. 70 Ninety-one percent believed that their company's diversity initiative 
helped the company maintain a competitive advantage. And 75 percent believed this 
was accomplished by improving both the corporate culture and employee satisfaction. 

Texaco developed a state-of-the-art diversity program after the company had to 
pay more than $175 million to settle a racial discrimination lawsuit.71 The lawsuit 
made public accusations that company executives were using racial slurs. Prior to the 
lawsuit, Texaco's diversity program consisted of a workshop presented to top execu¬ 
tives on practical tips for managing a diverse workforce. Today all Texaco employees 
are required to attend a two-day diversity "learning experience" that emphasizes 
awareness of what it feels like to be excluded, develops employee sensitivity to oth¬ 
ers, and improves communications skills needed for interacting with diverse peers. 
However, managing diversity at Texaco goes far beyond attending workshops; it is 
part of a culture change. As you will see in Chapter 7, Texaco's diversity effort in¬ 
cludes programs designed to stop discrimination in hiring, retention, and promotion. 

The bottom line is that to gain a competitive advantage in the next decade, com¬ 
panies must harness the power of the diverse workforce. These practices are needed 
not only to meet employee needs but to reduce turnover costs and ensure that cus¬ 
tomers receive the best service possible. The implication of diversity for HRM prac¬ 
tices will be highlighted throughout this book. For example, from a staffing perspec¬ 
tive, it is important to ensure that tests used to select employees are not biased against 
minority groups. From a work design perspective, employees need flexible schedules 
that allow them to meet non work needs. From a training perspective, it is clear that 
all employees need to be made aware of the potential damaging effects of stereotypes. 
From a compensation perspective, new benefits such as elder care and day care need 
to be included in reward systems to accommodate the needs of a diverse workforce. 


Legislation and Litigation 

Five main areas of the legal environment have influenced human resource manage¬ 
ment over the past 25 years. 72 These areas include equal employment opportunity leg¬ 
islation, employee safety and health, employee pay and benefits, employee privacy, 
and job security. 

Employers and the courts continue to struggle with identifying what constitutes re¬ 
ligious discrimination. Employers are being asked to juggle the demands of workers 
who want to express their faith with those who find such expressions offensive.73 

The increased use of and access to electronic databases by employees and employ¬ 
ers suggest that in the near future legislation will be needed to protect employee pri¬ 
vacy rights. Currently no federal legislation outlines how employee databases should 
be used to protect privacy and confidentiality. 

Legislation mandating access to technology for physically challenged employees 
will likely be debated. The Americans with Disabilities Act (ADA) covers access of 
disabled persons to the physical work environment and attempts to eliminate dis¬ 
crimination against physically challenged persons in hiring and other HRM practices. 
(We will discuss the ADA in detail in Chapter 3.) However, no law helps eliminate 
disabled persons' disadvantages in access to technology such as the Internet, cell 
phones, and other electronic devices. Disabled people's computer usage and Internet 
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access are only about half that of persons without disabilities. Legislation will proba¬ 
bly soon be considered to incorporate accessibility into technology.74 Such accessibil¬ 
ity might include adding screen readers to websites, providing voice recognition 
technology to computer users, or changing computer design to make them easier to 
use for employees with limited mobility. 

There is also likely to be continued discussion about legislation to prohibit dis¬ 
crimination by employers and health insurers against employees based on their ge¬ 
netic makeup. Advances in medicine and genetics allow scientists to predict from 
DNA samples a person's likelihood of contracting certain diseases. To reduce health 
care costs, companies may want to use this information to screen out job candidates 
or reassign current employees who have a genetic predisposition to a disease that is 
triggered by exposure to certain working conditions. Legislation is being debated that 
permits genetic testing only to monitor the adverse effects of exposure to hazardous 
workplace exposures (such as chemicals) and prohibits the requirement to provide or 
request predictive genetic information. 

Although women and minorities are advancing into top management ranks, "glass 
ceilings" are still keeping women and minorities front getting the experiences neces¬ 
sary to move to top management positions. A recent survey showed that 97 percent 
of top U.S. managers are white and at least 95 percent of them are male.75 We are 
likely to see more challenges to sex and race discrimination focusing on lack of access 
to training and development opportunities that are needed to be considered for top 
management positions. 

An area of litigation that will continue to have a major influence on HRM prac¬ 
tices involves job security. As companies are forced to close plants and layoff em¬ 
ployees because of restructuring, technology changes, or financial crisis, cases dealing 
with the illegal discharge of employees have increased. The issue of what constitutes 
employment at will-that is, employment that can be terminated at any time with¬ 
out notice-will be debated. As the age of the workforce increases, the number of 
cases dealing with age discrimination in layoffs, promotions, and benefits will likely 
rise. Employers' work rules, recruitment practices, and performance evaluation sys¬ 
tems will need to be revised to ensure that these systems do not falsely communicate 
employment agreements the company does not intend to honor (such as lifetime em¬ 
ployment) or discriminate on the basis of age. 


Ethical Considerations 

Many decisions related to managing human resources are characterized by uncer¬ 
tainty. Ethics can be considered the fundamental principles by which employees and 
companies interact.76 These principles should be considered in making business deci¬ 
sions and interacting with clients and customers. Recent surveys suggest that the gen¬ 
eral public and managers do not have positive perceptions of the ethical conduct of 
U.S. businesses. For example, in a survey conducted by The Wall Street Journal, 4 out 
of 10 executives reported they were asked to behave unethically.?? 

As a result of unfavorable perceptions of U.S. business practices and an increased 
concern for better serving the customer, U.S. companies are becoming more aware of 
the need for all company representatives to act responsibly.78 They have an interest 
in the way their employees behave because customer, government agency, and ven¬ 
dor perceptions of the company play an important role in maintaining the relation¬ 
ships necessary to sell products and services. 

Ethical, successful companies can be characterized by four principles.79 First, in 
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their relationships with customers, vendors, and clients, these companies emphasize 
mutual benefits. Second, employees assume responsibility for the actions of the com¬ 
pany. Third, such companies have a sense of purpose or vision the employees value 
and use in their day-to-day work. Finally, they emphasize fairness; that is, another per¬ 
son's interests count as much as their own. 

The Raytheon Company has a checklist including several questions that is dis¬ 
tributed to each employee to use when considering whether an action is ethical: 8 ** 

• Is the action legal? 

• Is it right? 

• Who will be affected? 

• Does it fit with Raytheon's values? 

• How will I feel afterward? 

• How will it look in the newspaper? 

• Will it reflect poorly on the company? 

Raytheon reinforces its ethics codes with formal training programs, a toll-free "ethics 
line," and full-time ethics offices and officers in all of its major business units. Manda¬ 
tory one-hour ethics training for all employees uses case studies to make employees 
aware of the ethical problems that may occur at work. 

Human resource managers must satisfy three basic standards for their practices to 
be considered ethical. 81 First, HRM practices must result in the greatest good for the 
largest number of people. Second, employment practices must respect basic human 
rights of privacy, due process, consent, and free speech. Third, managers must treat 
employees and customers equitably and fairly. Throughout the book we will highlight 
ethical dilemmas in human resource management practices. 


The High-Performance Work System Challenge 

For U.S. companies to compete with foreign competitors, they will have to learn to 
better utilize employees' talents and skills and new technology. The challenge that 
companies face is how to integrate technology and structure to gain a competitive 
advantage-that is, competing through high-performance work systems. High- 
performance work systems maximize the fit between the company's social system (em¬ 
ployees) and its technical system. 82 

Technological advances in manufacturing, transportation, telecommunications, 
and microprocessors are changing how work is performed, managers' and employees' 
roles, and orgalllzatlOna ' s-ructure. Technology ako has ma^e human resource ml'Or- 
mation databases more available and accessible and has created a need to develop 
HRM practices that integrate technology with people. 


High-performance 
work systems 
Work systems that 
maximize the fit 
between employees 
and tec bnology. 


Change in Employees' Work Roles and Skill Requirements. New technology causes 
changes in basic skill requirements and work roles and often results in combining 
jobs. 83 For example, computer-integrated manufacturing uses robots and computers to 
automate the manufacturing process. The computer allows the creation of different 
products that meet market demands simply by reprogramming the computer. As a re¬ 
sult, laborer, material handler, operator-assembler, and maintenance jobs may be 
merged into one position. Computer-integrated manufacturing requires employees to 
monitor equipment and troubleshoot problems with sophisticated equipment, share 
information with other employees, and understand the interaction between compo¬ 
nents of the manufacturing process.B4 
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Technology is often a means to achieve product diversification and customization. 
As a result, employees need job-specific product knowledge and basic learning skills 
to keep up with product development and design improvements. To customize prod¬ 
ucts and services, employees must listen to and communicate with customers. Inter¬ 
personal skills, such as negotiation and conflict management, and problem-solving 
skills are more important than physical strength, coordination, and fine-motor skills, 
which were previously required for many manufacturing and service jobs. 

Increase in the Use of Teams to Perform Work. As the information needed to im¬ 
prove product quality and customer service becomes more available to employees at 
the point of sale or point of production because of advances in microprocessing sys¬ 
tems, employees are expected to make more decisions concerning how their jobs are 
performed. One of the most popular methods of increasing employee responsibility and 
control is work teams. Work teams involve employees with various skills, who interact 
to assemble a product or provide a service. Work teams frequently assume many of the 
activities usually reserved for managers, such as selecting new team members, planning 
work schedules, and coordinating activities with customers and other units within the 
firm. Work teams also perform inspection and quality-control activities while the prod¬ 
uct or service is being completed, an important component for achieving total quality. 
Due to technological advances work teams may also be virtual teams. Virtual team 
refers to a team that has little or no face-to-face interaction, relying on telecommuni¬ 
cations and information technology to collaborate on projects and services. 

Besides the potential motivational advantages of work teams, labor costs can also 
be reduced for companies adopting teams. A number of companies are reorganizing 
assembly operations-abandoning the assembly line in favor of hybrid operations 
combining mass production with jobs in which employees perform multiple tasks, use 
many skills, control the pace of work, and assemble the entire final product. 85 One ex¬ 
ample of this type of teamwork is Compaq Computer's assembly cells. In manufactur¬ 
ing sites in Scotland and Texas, computers are built by four-person teams. One per¬ 
son assembles parts, another builds components, and two people assemble the 
computer unit. The new teams helped raise labor productivity 51 percent. The "Com¬ 
peting through High-Performance Work Systems” box highlights BP Exploration's 
use of virtual teams. 

Changes in the Nature of Managerial Work. To gain the maximum benefit from the 
introduction of new technology in the workplace, managers must be able to move 
away from the military model of management, which emphasizes controlling, plan¬ 
ning, and coordinating activities, and instead focus on creating work conditions that 
facilitate employee creativity and innovation. Because of advances in technology, in¬ 
formation is more readily accessible to employees at all levels of the company, and de¬ 
cision making increasingly is decentralized. As a result, it is difficult, and certainly not 
effective, for managers to attempt to directly control interactions between work 
teams or between work teams and customers. 

The manager's job will increasingly be to empower employees. Empowerment 
means giving employees responsibility and authority to make decisions regarding 
all aspects of product development or customer service. 85 Employees are then held 
accountable for products and services and. in return, share the rewards and failures 
that result. For empowerment to succeed, managers must serve in a linking and 
coordinating role. 87 The linking role involves representing employees (or teams) 
by ensuring that adequate resources are provided to perform the work (external link- 




COMPETING 

THROUGH 

HIGH- 

PERFORMANCE 
WORK SYSTEMS 


Developing Blectrorrie 
Relationships! at Work 


Virtual teams reduce travel ex¬ 
penses and allow employees to 
be fast and competitive in dis¬ 
seminating information. BP 
Exploration, the division of BP 
that explores for and produces 
oil and gas, organized its re¬ 
gional operating centers into 
42 autonomous business units, 
BP wanted these units to be 
freed to develop the processes 
and solutions appropriate to 
their specific problems; best 
practices and innovations could 
be shared in other places in the 
company. As a result, BP 
launched a project called "The 
Virtual Teamwork Program," de¬ 
signed to develop effective 
ways for team members to col¬ 
laborate across different 
locations. The program's goal 
was to build a network of peo¬ 
ple to allow knowledgeable 


people to communicate. The 
hardware and software used for 
the program included desktop 
videoconferencing equipment, 
multimedia e-mail, shared 
Jiaikboaras, document scan¬ 
ners, groupware, and a Web ■ 
browser. This equipment was s 
chosen because it captured the 
richness of communications, al¬ 
lowing human interactions to 
be as real as possible. Training 
showed employees how to use 
the technology and helped 
them understand how it could 
make them more effective. The 
trainers, known as coaches be¬ 
cause the learning process was 
interactive/and employees 
communicated using virtual 
team stations to demonstrate 
the system's value for collabora¬ 
tive work and knowledge 
exchange. The emphasis was 


on personal contact and human 
needs. Eighty percent of the 
coaches' time was devoted to 
helping team members link 
their business objectives to the 
system' capabilities and helping 
'#iem-t;d consider new ways of 
working made possible by the 
equipment. One example of 
the program's success comes 
from the North Sea. When an 
equipment failure occurred on 
a North Sea drilling ship, the 
ship's engineers used the video 
equipment and a satellite link 
to transmit images of the faulty 
equipment to a drilling equip¬ 
ment expert miles away. He 
quickly diagnosed the problem 
and guided the engineers to 
make the necessary repairs. 

SOURCE: Based on T. Davenport and 
L. Prusak, Working Knowledge (Boston: 
Harvard Business School Press, 1998). 


ing), facilitating interactions across departments (informal linking), and ensuring 

that employees are updated ~n important issues and cooperate by sharing information 
and resources (internal linking). In addition, managers who successfully perform the 
internal linking role must be available and willing to help employees deal with prob¬ 
lems daily. 

Although strong inteipersonal and communications skills are required by both 

managers and employees, managers have to be able to either answer technical issues 
or, more likely, refer employees to persons within or outside the firm who can provide 
insight into technical problems. This means that managers have to be more aware of 
various resources available within the company and the community. 

Changes in Company Structure. The traditional design of U.S. companies empha¬ 
sizes efficiency, decision making by managers, and dissemination of information from 
the top of the company to lower levels. However, this structure will not be effective 
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in the current work environment, in which personal computers give employees 
immediate access to information needed to complete customer orders or modify prod¬ 
uct lines. In the adaptive organizational structure, employees are in a constant state 

of learning and performance improvement. Employees are free to move wherever 

they are needed in the company. The adaptive organization is characterized by a core 
set of values or a vital vision that drives all organizational efforts. 88 Previously estab¬ 
lished boundaries between managers and employees, employees and customers, 
employees and vendors, and the various functions within the company are aban¬ 

doned. Employees, managers, vendors, customers, and suppliers work together to im¬ 
prove service and product quality and to create new products and services. Line em¬ 
ployees are trained in multiple jobs, communicate directly with suppliers and 
customers, and interact frequently with engineers, quality experts, and employees 

from other functions. 


Human resource 
information 
systems (HRIS) 

A sys.tem used to 
acq-lre, store, 
manipulate analyze' 

ffil»e al hR 

information. 


Electronic human 
resource t 

The processing and 
transmission of 
digitized information 
used in HRM. 


Increased Availability of Human Resource Management Databases and e-HRM. 
Improvements in technology related to computers and software have also had a major 
impact on the use of information for managing human resources. Large quantities of 
employee data (including training records, skills, compensation rates, and benefits 
usage and cost) can be easily stored on personal computers and manipulated using user- 
friendly spreadsheets or statistical software packages. A human resource information 
system (HRIS) is a system used to acquire, store, manipulate, analyze, retrieve, and 
distribute information related to the company's human resources. 89 From the manager's 
perspective, an HRIS can be used to support strategic decision making, to avoid liti¬ 
gation, to evaluate programs or policies, or to support daily operating concerns. 


Penbrmance management, succession p^annmg. 


and trammg an^I^mp oyee- eve 


oprnent app ICatlons are ^ecomrflg mcreasriig y Important, ^or examp e, projections 
of the level of skills that will be available in the future workforce suggest that math 
and reading competencies will be below the level required by new jobs. Changing 
technology can easily make the skills of technical employees obsolete. These trends 
demand that employees' skills and competencies be monitored carefully. Complicat¬ 
ing this need for information is the fact that many employees are geographically dis¬ 
persed across several locations within the same city or country, or across countries. In 
response to these needs companies have implemented global human resource man¬ 
agement systems. Northern Telecom Limited (a Canadian telecommunications com¬ 
pany that has facilities in 90 countries, including the United Kingdom, China, and 
the United States) needed access to information about employees located worldwide. 
The cpmpany has created a central database built on a common set of core elements. 
Anyone with authorization can view employee records from around the globe. Head 
count, salary, and recruiting data are continually updated as changes are made around 
the world. Although the system is customized to specific country needs, several com¬ 
mon data fields and elements are used globally. Northern Telecom's system has en¬ 
abled managers around the world to obtain up-to-date employee data to meet cus¬ 
tomer needs and address mterna 1 staffing Issues. 90 

Electronic human resource management (e-HRM) refers to the processing and 
transmission o^ d Ibltl/e 1 ^ mFormation used m HRM _ me \|d m g text, sound, an d yj sua 1 
images, from one computer or electronic device to an~ther. E-HRM has the potential 
to change all traditional human resource management functions. Table 1.9 shows the 
implications of e-HRM. For example, employees do not have to be in the same geo¬ 
graphic area to work together. Use of the Internet lets companies search for talent 
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| HRM PRACTICE 

IMPLICATIONS OF E-HRM 1 

Analysis and 
: design of work 

; Employees in geographically dispersed locations -can 
* mark togetherjh virtti#teams using video, e-mail, and • ; 
g tb» Internet. SY f - 1 

Recruiting 

9 . 

Selection 

Post job openings online; candidates can apply for jobs 
online. 

Online learning can bring training to employees 
■ anywhere, anytime. S* 

Online simulations, including tests, videos, and e-mail, 
can measure job candidates' ability to deal with real-life 
business challenges. 

Compensation arid 
benefits 

Employees can review salary and bonus 
seek information about and enroil in benefit 


TABLE 1.9 

Implications of 
e-HRM for HRM 
Practices 


without geographic limitations. Recruiting can include online job postings, applica¬ 
tions, and candidate screening from the company's website or the websites of compa¬ 
nies that specialize in online recruiting, such as Monster.com or HotJobs.com. Em¬ 
ployees from different geographical locations can all receive the same training over 
the company's intranet. Because the globalization of business requires employees to be 
located throughout the world, to meet customer demands employees need to work in 
teams with members who have different functional skills and are in different places. 
This global reach allows companies to reduce travel and lodging costs associated with 
having to find and identify potential recruits or bring geographically dispersed em¬ 
ployees to one location for meetings and training. It also can increase the speed with 

which employees can bring a product to market by facilitating communications be¬ 
tween employees on virtual teams using Internet discussion forums, video- and au¬ 
dioconferencing, and global scheduling. For example, at Procter & Gamble a team of 
employees from two different divisions, paper and cleaning agents, developed the 
Swiffer, a "broom" containing disposable cloths, in just 10 months-half the usual 

time. The team used the Internet to analyze markets, demographics, and cost infor¬ 

mation; it also had the ability and authority to access any of the company's engineers, 
who are located in 23 sites around the world.91 

Competitiveness in High-Performance Work Systems. Unfortunately, many man¬ 
agers have tended to consid~r technological and structural innovations independent 
of each other. That is, because of immediate demands for productivity, service, and 
short-term profitability, many managers implement a new technology (such as a 
networked computer system) or a new work design (like service teams organized by 
product) without considering how a new technology might influence the efficiency or 
effectiveness of the way work is organized. 92 Without integrating technology and 
structure, a company cannot maximize production and service. 

Human resource management practices that support high-performance work sys¬ 
tems are shown in Table 1.10. The HRM practices involved include employ~e selec¬ 
tion, performance management, training, work design, and compensation. These 
practices are designed to give employees skills, incentives, knowledge, and autonomy. 
Research studies suggest that high-performance work practices are usually associated 
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TABLE 1.10 
How HRM Practices 
Support High- 
Performance Work 
Systems 



• Employees participate in selection 


Ongoing training is emphasized and rewarded 


rowan 


Equipment and work processes are structured and technology is used to 
encourage maximum flexibility and interaction among employees. 
^^p|^>ioyees participate in planfrfng chartgfiis m esquipmebt, lajtout, fcfcti work 

• Work design allows employees to use a variety of skills. 

P^*; /£mpioyees understand how their jobs contribute to the finished product dr- 
service. 


SOURCE: Based on J. A. Neal and C. L. Tromley, "From Incremental Change to Retrofit: Creating 
High-Performance Work Systems,” Academy of Management Executive 9 (1995). pp. 42-54; M. A. 
Huselid, "The Impact of Human Resource Management Practices on Turnover, Productivity, and 
Corporate Financial Performance," Academy of Management Journal 38 (1995), pp. 635-72. 


with increases in productivity and long-term financial performance. Research also 
suggests that it is more effective to improve HRM practices as a whole, rather than 
focus on one or two isolated practices (such as the pay system or selection system).94 
There may be a best HRM system, but whatever the company does, the practices must 
be aligned with each other and be consistent with the system if they are to positively 
affect company performance.95 We will discuss this alignment in more detail in Chap¬ 
ters 2 and 16. 

GE Fanuc Automation North America is a good example of the holistic approach 
needed for high-performance work practices to be effective. This joint venture be¬ 
tween General Electric Company and FANUC Ltd. of Japan has developed a high- 
involvement workforce. Based in Charlottesville, Virginia, the joint venture employs 
1,500 people. Recognition of the company's commitment to quality is reflected in its 
being one of the first U.S. firms to become a certified ISO 9000 manufacturer. 

GE Fanuc Automation achieved its reputation and recognition for quality as a re¬ 
sult of the use of high-performance work practices. Central to its practices is the idea 
that employees closest to the work have the best improvement ideas. As a result, em¬ 
ployees must be encouraged to voice their opinions and make changes. 

How does the company use high-performance work practices? The facility has 
three layers of management, and over 40 work teams set their own goals and measure 
success factors based on the overall business goals. Each team spends at least one hour 
per week measuring the goals and discussing new ways to be effective. To ensure team 
effectiveness, all employees receive more than 100 hours of training. Employees are 
also guaranteed that they will never lose their jobs due to an idea developed by the 
teams. Managers (known as coaches) are evaluated based on their support of the 
teams. Each functional team within the business has a dedicated HR manager who 
helps the team develop its strategies, accompanies the team on sales calls, and does 
whatever she can to help the team.96 
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Meeting Competitive Challenges 
through HRM Practices 

We have discussed the global, stakeholder, new economy, and high-performance work 
system challenges U.S. companies are facing. We have emphasized that management 
of human resources plays a critical role in determining companies’ success in meeting 
these challenges. HRM practices have not traditionally been seen as providing eco¬ 
nomic value to the company. Economic value is usually associated with equipment, 
technology, and facilities. However, HRM practices have been shown to be valuable. 97 
Compensation, staffing, training and development, performance management, and 
other HRM practices are investments that directly affect employees’ motivation and 
ability to provide products and services that are valued by customers. Research has 
shown that companies that attempt to increase their competitiveness by investing in 
new technology and becoming involved in the quality movement also invest in state- 
of-the-art staffing, training, and compensation practices. 98 Figure 1.7 shows examples 



Stakeholder 

Challenge 


HRM Practices 


• HRM strategy is matched to 
business strategy. 


Continuous learning 
environment is created 


Knowledge is shared 


Discipline system is 
progressive. 


Work is performed by 
teams. 


Customer satisfaction 
and quality are evaluated 
in the performance 
management system. 


Pay systems reward skills 
and accomplishments. 


Selection system is job' 
related and legal. 


Skills and values of a 
diverse workforce are 
valued and used. 


Flexibility is where and 
when work is performed 


Technology is used to 
reduce the time for 
administrative tasks and 
to improve HR efficiency 
and effectiveness. 


Work attitudes of 
employees are monitored 


FIGURE 1.7 

Examples of How 
HRM Practices Can 
Help Companies 
Meet Competitive 
Challenges 
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FIGURE 1.8 

Major Dimensions of 
HRM Practices 
Contributing to 
Company 
Competitiveness 
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the human and preparing development 
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Competitiveness 


of human resource management practices that help companies deal with the four chal¬ 
lenges. For example, to meet stakeholder needs, companies need to identify through 
their selection processes whether prospective employees value customer relations and 
have the levels of interpersonal skills necessary to work with fellow employees in 
teams. To meet all four challenges, companies need to capitalize on the diversity of val¬ 
ues, abilities, and perspectives that employees bring to the workplace. 

FIRM practices that help companies deal with the four competitive challenges can 
be grouped into the four dimensions shown in Figure 1.8. These dimensions include the 
human resource environment, acquiring and preparing human resources, assessment 
and development of human resources, and compensating human resources. In addition, 
some companies have special issues related to labor management relations, interna¬ 
tional human resource management, and managing the human resource function. 

Managing the Human Resource Environment 

Managing internal and external environmental factors allows employees to make the 
greatest possible contribution to company productivity and competitiveness. Creat¬ 
ing a positive environment for human resources involves 

• Linking FIRM practices to the company's business objectives-that is, strategic 
human resource management. 

• Ensuring that FIRM practices comply with federal, state, and local laws. 

• Designing work that motivates and satisfies the employee as well as maximizes cus¬ 
tomer service, quality, and productivity. 

Acquiring and Preparing Human Resources 

Customer needs for new products or services influence the number and type of em¬ 
ployees businesses need to be successful. Terminations, promotions, and retirements 
also influence human resource requirements. Managers need to predict the number 
and type of employees who are needed to meet customer demands for products and 
services. Managers must also identify current or potential employees who can suc¬ 
cessfully deliver products and services. This area of human resource management 
deals with 

• Identifying human resource requirements-that is, human resource planning, re¬ 
cruiting employees, and selecting employees. 

• Training employees to have the skills needed to perform their jobs. 

Assessment and Development of Human Resources 

Managers need to ensure that employees have the necessary skills to perform current 
and future jobs. As we discussed earlier, because of new technology and the quality 
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movement, many companies are redesigning work so that it is performed by teams. As 
a result, managers and employees may need to develop new skills to succeed in a team 
environment. Companies need to create a work environment that supports employ¬ 
ees' work and nonwork activities. This area of human resource management addresses 

• Measuring employees' performance. 

• Preparing employees for future work roles and identifying employees' work inter¬ 
ests, goals, values, and other career issues. 

• Creating an employment relationship and work environment that benefits both 
the company and the employee. 

Compensating Human Resources 

Besides interesting work, pay and benefits are the most important incentives that 
companies can offer employees in exchange for contributing to productivity, quality, 
and customer service. Also, pay and benefits are used to reward employees' member¬ 
ship in the company and attract new employees. The positive influence of new work 
designs, new technology, and the quality movement on productivity can be damaged 
if employees are not satisfied with the level of pay and benefits or believe pay and ben¬ 
efits are unfairly distributed. This area of human resource management includes 

• Creating pay systems. 

• Rewarding employee contributions. 

• Providing employees with benefits. 

Speciallssues 

In some companies, employees are represented by a labor union. Managing human re¬ 
sources in a union environment requires knowledge of specific laws, contract admin¬ 
istration, and the collective bargaining process. 

Many companies are globally expanding their business through joint ventures, 
mergers, acquisitions, and establishing new operations. Successful global expansion 
depends on the extent to which HRM practices are aligned with cultural factors as 
well as management of employees sent to work in another country. Human resource 
management practices must contribute to organizational effectiveness. 

Human resource management practices of both managers and the human resource 
function must be aligned and contribute to the company's strategic goals. The final 
chapter of the book explains how to effectively integrate human resource manage¬ 
ment practices. 


Organization of This Book 

The topics in this book are organized according to the four areas of human resource 
management and special issues. Table 1.11 lists the chapters covered in the book. 

The content of each chapter is based on academic research and examples of effec¬ 
tive company practices. Each chapter includes examples of how the human resource 
management practice covered in the chapter helps a company gain a competitive ad¬ 
vantage by addressing global, stakeholder, new economy, or high-performance work 
system challenges. 
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TABLE 1.11 
Topics Covered in 
This Book 



I The Human Resource Management Erv 

2 Strategic Human Resource Managf 

3 The Legal Environment: Equal Errtf 


'sis and Design of Work 


II Acquisition and Preparation of Human Resources 
5 Human Resource Planning and Recruitment 


6 Selection and Placement 


7 Training 

Assessment and Development of Human Resources 

8 Performance Management 

9 Employee Development 
0 Employee Separation and Retention 

IV Compensation of Human Resources 


11 Pay Structure Decisions 

12 Recognizing Employee Contributions with Pay 



13 Employee Benefits 

Special Topics in Human Resource Management 

14 Collective Bargaining and Labor Relations 

15 Managing Human Resources Globally 

16 Strategically Managing the HRM Function 


A Look Back 


The chapter opening vignette illustrated two different approaches to managing 
human resources. Kodak has a large human resource function, whereas The 
Container Store, a much smaller organization than Kodak, has a smaller human 
resource function and expects managers to actively participate in human resource 
activities such as recruiting. 

Questions 

1. Consider the HRM practice dimensions shown in Figure 1.8. For each dimen¬ 
sion describe the role of managers and the HR function. 

2. Should line managers play an important role in HRM regardless of the size of 
the company? Explain. 


Discussion Questions 


1. Traditionally, human resource management practices each of these functions help companies succeed in 

were developed and administered by the company’s the new economy? Meet stakeholders’ needs? High- 

human resource department. Line managers are now performance work system challenges? Global chal- 

playing a major role in developing and implementing lenges? 

HRM practices. Why do you think non-HR managers 3. This book covers four'human resource management 

are becoming more involved in developing and imple- practice areas: managing the human resource environ- 
menting HRM practices? ment, acquiring and preparing human resources, assess- 

2. Staffing, training, compensation, and performance ment and development of human resources, and corn- 
management are important HRM functions. How can pensating human resources. Which area do you believe 
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contributes most to helping a company gain a com¬ 
petitive advantage? Which area do you believe con¬ 
tributes the least? Why? 

4. What is the balanced scorecard? Identify the four per¬ 
spectives included in the balanced scorecard. How can 
HRM practices influence the four perspectives? 

5. Is HRM becoming more strategic? Explain your answer. 

6. Explain the implications of each of the following labor 
force trends for HRM: (1) aging workforce, (2) diverse 
workforce, (3) skill deficiencies. 


7. What role do HRM practices play in a business deci¬ 
sion to expand internationally? 

8. Is business emphasis on quality a fad? Why or why not? 
What might a quality goal and high-performance work 
systems have in common in terms of HRM practices? 

9. What disadvantages might result from outsourcing 
HRM practices? From employee self-service? From in¬ 
creased line manager involvement in designing and 
using HR practices? 



In this chapter we discuss four competitive challenges that 
companies face (the new economy, global competition, 
managing stakeholders, and high-performance work sys¬ 
tems). Go to the Society for Human Resource Manage¬ 
ment (SHRM) home page on the Web. SHRM is an 
important professional society for human resource man¬ 
agement. The address is www.shnn.org. Here you will 
find current articles related to HRM issues. SHRM also 
publishes HR Magazine, a business magazine for human re¬ 
source managers. 


Questions 

1. How are companies dealing with the competitive chal¬ 
lenges? Use Web resources to find an article that relates 
to how a company is dealing with the competitive 
challenges. Go to “HR Channels.” Click on any of the 
HR practices listed to find an article. 

2. Summarize the main topic of the article. 

3. Identify how it relates to one of the competitive chal¬ 
lenges discussed in the chapter. 


Managing People: From the Pages of BusinessWeek 


BusinessWeek! 


The Human Factor 


Julie Jones jumped at the chance to take a sabbatical when 
Accenture Ltd. (ACN) offered one in June. Although she 
had been a consultant in the firm’s Chicago office for just 
two and a half years, the 25-year-old expert in accounts 
payable software had long wanted to work for Ameri- 
Corps, the national volunteer group. So in July, Jones, 
who’s single, headed out to Los Angeles for a year to join 
an AmeriCorps group that helps nonprofits with technol¬ 
ogy problems. Accenture, the former consulting arm of 
Andersen Worldwide, will pay 20 percent of her salary, 
plus benefits, and let her keep her work phone number, 
laptop, and e-mail. “This gives me the security of knowing 
I’ll have a job when I come back,” says Jones. 

Accenture hopes the program will offer it some secu¬ 
rity, too. The economic slowdown has pinched the com¬ 
pany’s business, forcing it to rein in costs. But after years 
of scrambling to find scarce talent, Accenture is reluctant 
to lay off workers it hopes to need when the economy 
turns north again. Accenture did cut 600 support staff jobs 
in June. But to retain skilled employees, it cooked up the 
idea of partially paid sabbaticals, such as the one Jones is 
taking. About 1,000 employees took up the offer, which 
allows them to do whatever they want for 6 to 12 months, 
says Larry Solomon, Accenture’s managing partner in 


charge of internal operations. “This is a way to cut costs 
that gives us the ability to hang onto people we spent so 
much time recruiting and training,” he says. 

Plenty of other employers are feeling the same way. 
The slumping economy has put pressure on companies to 
slash expenses and boost sagging profits. But the United 
States has just sailed through five years of labor shortfalls 
on a scale not seen in more than three decades. What’s 
more, the unemployment rate, while rising, remains at 
historically low levels. Many employers are wary about 
dumping too many workers just to find themselves scram¬ 
bling later to refill the positions. 

Even companies that have handed out pink slips often 
did so with caution rather than abandon. When Charles 
Schwab Corp. (SCH) first saw business deteriorate last 
fall, it put projects on hold and cut back on such expenses 
as travel and entertainment to avoid layoffs, says human 
resources vice president Ruth K. Ross. In December, as it 
became clear that more was needed, top executives all 
took pay cuts: 50 percent for the company’s two co-CEOs, 
20 percent for executive vice presidents, 10 percent for 
senior vice presidents, and 5 percent for vice presidents. 

Schwab took further steps this year before finally cutting 
staff. It encouraged employees to take unused vacation and 
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to take unpaid leaves of up to 20 days. Management desig¬ 
nated three Fridays in February and March as voluntary 
days off without pay for employees who didn’t have clients 
to deal with. Only in March, after the outlook darkened yet 
again, did Schwab announce 2,000 layoffs out of a work¬ 
force of 25,000. Even then, the severance package includes 
a $7,500 “hire-back” bonus that any employee will get if 
they’re rehired within 18 months. “We felt the markets will 
turn at some point, and the cost of hiring people back with 
the bonus is small compared to what it would be to pay for 
recruiting and retraining new employees,” says Ross. 

Employers also are trying to protect their core workers by 
axing temps and contract employees. Throughout the 
1990s, many companies built up buffer workforces so they 
could more easily adjust staffing levels. Since 1990 the 
number of temporary employees tripled, to a peak of 3.6 
million last fall. But since then their ranks have fallen by 
half a million as companies have tried to adjust to slower 
sales. 

Slashing work hours is another way to reduce payroll 
without lopping off heads. The workweek has edged 
steadily downward as the economy slowed, to 34-3 hours for 
most of this year. Manufacturers, hit the hardest by the eco¬ 
nomic slump, have dialed back the most. Factory overtime 
has fallen by about 15 percent from last year, to four hours 
a week in June. The factory workweek has plunged by a sim¬ 
ilar amount, to 40.7 hours. “Businesses have aggressively cut 
hours worked, which is the first thing you do if you want to 
hang onto staff,” says Mark M. Zandi, chief economist at 
Economy.com Inc. in West Chester, Pennsylvania. 

The result of all these trends has been a relatively mod¬ 
est upturn in unemployment. The jobless rate has jumped 
up to 4-5 percent since hitting a 30-year low of 3.9 percent 
last fall. But that’s still below the 5 percent or even 6 per¬ 
cent that most experts had considered full employment for 
some two decades. It’s also much lower than the spike that 
occurred during the last recession, in 1991. Back then, un¬ 
employment soared from a low of 5 percent to a peak of 
7.8 percent. The rate probably will continue to inch 
higher throughout the year as companies face up to the 
feet that the sales volumes they had geared up for in 2000 
aren’t going to materialize. But if the consensus among 
economists is right, labor, especially the more skilled kind, 
will remain scarce for the foreseeable future. “Even if we 
get unemployment up over 5 percent, it won’t free up 
more nurses or computer programmers,” says David A. 


Wyss, chief economist at Standard &. Poor’s, a unit of 
BusinessWeek’s publisher, The McGraw-Hill Companies. 
“There aren’t enough of them to go around.” 

Even high-tech workers are likely to remain in de¬ 
mand. Employers will have about 900,000 job openings 
this year for programmers, software engineers, tech- 
support personnel, and similar workers, according to an 
April survey by the Information Technology Association 
of America (ITAA), an industry group based in Arling¬ 
ton, Virginia. That’s down sharply from 1.6 million open¬ 
ings in 2000. But the survey found that even this year, 
companies believe that they will be unable to fill nearly 
half of those jobs, or 420,000 positions. “Demand for 
workers remains strong,” the report concluded. 

Part of the reason is that most of these posts aren’t at 
high-tech companies, which have borne the brunt of the 
sharp falloff in demand for computers and telecom equip¬ 
ment. Roughly 90 percent of the country’s 10.4 million 
tech workers are employed by non-high-tech companies, 
the ITAA found in its survey. Employers say they will have 
a total of about 640,000 openings this year. 

Still, even battered tech companies would like to hire 
260,000 skilled workers this year—and expect to be able 
to find just half of those they need, according to the sur¬ 
vey. “We’re still hiring for some critical areas, like electri¬ 
cal engineers,” says Matt McKinney, a spokesman for 
Texas Instruments Inc., which announced 2,500 layoffs in 
April. “Every year, the universities graduate fewer students 
in these areas, so the available talent pool is shrinking. Yet 
demand still goes up.” 

Absent a full-blown recession, though, skilled workers 
are likely to remain in short supply. The same may not 
hold true at the bottom of the labor market, which is un¬ 
likely to see solid wage growth without a return to the ex¬ 
traordinary growth levels of 2000. That leaves the United 
States facing renewed social cleavages as those on the top 
continue to gain while the rest struggle to keep up. 

SOURCE: Reprinted from August 27, 2001 issue of BusinessWeek by special 
permission. Copyright © 2001 by The McGraw-Hill Companies. 

Questions 

1. How can companies offer some degree of job security to 
employees in this type of economy? Should they offer 
job security? Explain. 

2. What HRM practices may be useful for attracting 
scarce skilled workers? 
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Enter the World of Business 


Delta's "Leadership 7.5" 
strategy cut down on costs but 
resulted in diminished quality, 
customer service, and 
employee morale. How might 
HRM have had an impact on 
this strategy? 


Strategy and 
HRM at Delta 
Air Lines 

In 1994 top executives 
at Delta Air Lines faced 
a crucial strategic 
decision. Delta, which 
had established an 
unrivaled reputation 
within the industry for 
having highly 
committed employees 
who delivered the 
highest-quality 
customer service, had 
lost over $10 per share 
for two straight years. 

A large portion of its 
financial trouble was 
due to the $491 million 
acquisition of Pan Am 
in 1991, which was 
followed by the Gulf 
War (driving up fuel 
costs) and the early 


1990s recession 
(causing people to fly 
less). Its cost per 
available seat mile 
(what it costs to fly one 
passenger one mile) 
was 9.26 cents, among 
the highest in the 
industry. In addition, it 
was threatened by new 
discount competitors 
with significantly lower 
costs—in particular, 
Valujet, which flew out 
of Delta's Atlanta hub. 
How could Delta 
survive and thrive in 
such an environment? 
Determining the 
strategy for doing so 
was the top executives' 
challenge. 

Chairman and Chief 
Executive Officer Ron 
Allen embarked upon 
the "Leadership 7.5" 
strategy, whose goal 
was to reduce the cost 
per available seat mile 


to 7.5 cents, 
comparable with 
Southwest Airlines. 
Implementing this 
strategy required a 
significant downsizing 
over the following 
three years, trimming 
11,458 people from its 
69,555-employee 
workforce (the latter 
number representing 
an 8 percent reduction 
from two years earlier). 
Many experienced 
customer service 
representatives were 
laid off and replaced 
with lower-paid, 
inexperienced, part- 
time workers. Cleaning 
service of planes as 
well as baggage 
handling were 
outsourced, resulting 
in layoffs of long-term 
Delta employees. The 
numbers of 
maintenance workers 


and flight attendants 
were reduced 
substantially. 

The results of the 
strategy were mixed as 
financial performance 
improved but 
operational 
performance 
plummeted. Since it 
began its cost cutting, 
its stock price more 
than doubled in just 
over two years and its 
debt was upgraded. 

On the other hand, 
customer complaints 
about dirty airplanes 
rose from 219 in 1993 
to 358 in 1994 and 634 
in 1995. On-time 
performance was so 
bad that passengers 
joked that Delta stands 
for "Doesn't Ever 
Leave The Airport." 
Delta slipped from 
fourth to seventh 
among the top 10 
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carriers in baggage 
handling. Employee 
morale hit an all-time 
low, and unions were 
beginning to make 
headway toward 
organizing some of 
Delta's employee 
groups. In 1996 CEO 
Allen was quoted as 
saying, "This has 
tested our people. 
There have been some 


morale problems. But 
so be it. You go back 
to the question of 
survival, and it makes 
the decision very 
easy." 

Shortly after, em¬ 
ployees began 
donning cynical "so be 
it" buttons. Delta's 
board saw union or¬ 
ganizers stirring 
blue-collar discontent, 


employee morale de¬ 
stroyed, the customer 
service reputation in 
near shambles, and 
senior managers exit¬ 
ing the company in 
droves. Lessthan one 
year later, Allen was 
fired despite Delta's fi¬ 
nancial turnaround. His 
firing was "not be¬ 
cause the company 
was going broke, but 


because its spirit was 
broken." 

SOURCE: M. Brannigan and E. 
De Lisser. "Cost Cutting at Delta 
Raises the Stock Price but Lowers 
the Service," The Wall Street 
Journal (June 20,1996), pp. A1, 
A8; M. Brannigan and J. White, 
"So Be It: Why Delta Air Lines 
Decided It Was Time for CEO to 
Take Off," The Wall Street 
Journal (May 30,1997), p. A1. 


■•SI Introduction 

As the Delta example just illustrated, business organizations exist in an environment 
of competition. They can use a number of resources to compete with other compa¬ 
nies. These resources are physical (such as plant, equipment, technology, and geo¬ 
graphic location), organizational (the structure, planning, controlling, and coordi¬ 
nating systems, and group relations), and human (the experience, skill, and 
intelligence of employees). It is these resources under the control of the company that 
provide competitive advantage. 1 

The goal of strategic management in an organization is to deploy and allocate re¬ 
sources in a way that gives it a competitive advantage. As you can see, two of the 
three classes of resources (organizational and human) are directly tied to the human 
resource management function. As Chapter 1 pointed out, the role of human resource 
management is to ensure that a company’s human resources provide a competitive ad¬ 
vantage. Chapter 1 also pointed out some of the major competitive challenges that 
companies face today. These challenges require companies to take a proactive, strate¬ 
gic approach in the marketplace. 

To be maximally effective, the HRM function must be integrally involved in the 
company’s strategic management process. 2 This means that human resource managers 
should (1) have input into the strategic plan, both in terms of people-related issues 
and in-terms of the ability of the human resource pool to implement particular strate¬ 
gic alternatives; (2) have specific knowledge of the organization’s strategic goals; (3) 
know what types of employee skills, behaviors, and attitudes are needed to support 
the strategic plan; and (4) develop programs to ensure that employees have those 
skills, behaviors, and attitudes. 

We begin this chapter by discussing the concept of strategy and by depicting the 
strategic management process. Then we discuss the levels of integration between the 
HRM function and the strategic management process in strategy formulation. Next 
we review some of the more common strategic models and, within the context of 
these models, discuss the various types of employee skills, behaviors, and attitudes, 
and the ways HRM practices aid in implementing the strategic plan. Finally, we dis¬ 
cuss the new competencies needed by HRM executives to fulfill the strategic role of 
HRM. 
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What Is Strategic Management? 

Many authors have noted that in today’s competitive market, organizations must en¬ 
gage in strategic planning to survive and prosper. Strategy comes from the Greek word 
strategos, which has its roots in military language. It refers to a general’s grand design 
behind a war or battle. In fact, Webster’s New American Dictionary defines strategy as 
the “skillful employment and coordination of tactics” and as “artful planning and 
management.” 

Strategic management is a process, an approach to addressing the competitive 
challenges an organization faces. It can be thought of as managing the “pattern or 
plan that integrates an organization’s major goals, policies, and action sequences into 
a cohesive whole.” 3 These strategies can be either the generic approach to competing 
or the specific adjustments and actions taken to deal with a particular situation. 

First, business organizations engage in generic strategies that often fit into some 
strategic type. One example is “cost, differentiation, or focus.” 4 Another is “defender, 
analyzer, prospector, or reactor.” 5 Different organizations within the same industry 
often have different generic strategies. These generic strategy types describe the con¬ 
sistent way the company attempts to position itself relative to competitors. 

However, a generic strategy is only a small part of strategic management. The sec¬ 
ond aspect of strategic management is the process of developing strategies for achiev¬ 
ing the company’s goals in light of its current environment. Thus, business organiza¬ 
tions engage in generic strategies, but they also make choices about such things as 
how to scare off competitors, how to keep competitors weaker, how to react to and 
influence pending legislation, how to deal with various stakeholders and special in¬ 
terest groups, how to lower production costs, how to raise revenues, what technology 
to implement, and how many and what types of people to employ. Each of these de¬ 
cisions may present competitive challenges that have to be considered. 

Strategic management is more than a collection of strategic types. It is a process 
for analyzing a company’s competitive situation, developing the company’s strategic 
goals, and devising a plan of action and allocation of resources (human, organiza¬ 
tional, and physical) that will increase the likelihood of achieving those goals. This 
kind of strategic approach should be emphasized in human resource management. HR 
managers should be trained to identify the competitive issues the company faces with 
regard to human resources and think strategically about how to respond. 

Strategic human resource management (SHRM) can be thought of as “the pat¬ 
tern of planned human resource deployments and activities intended to enable an or¬ 
ganization to achieve its goals.” 6 For example, many firms have developed integrated 
manufacturing systems such as advanced manufacturing technology, just-in-time in¬ 
ventory control, and total quality management in an effort to increase their compet¬ 
itive position. However, these systems must be run by people. SHRM in these cases 
entails assessing the employee skills required to run these systems and engaging in 
HRM practices, such as selection and training, that develop these skills in employ¬ 
ees. 7 To take a strategic approach to HRM, we must first understand the role of HRM 
in the strategic management process. 


Components of the Strategic Management Process 

The strategic management process has two distinct yet interdependent phases: strat¬ 
egy formulation and strategy implementation. During strategy formulation the 
strategic planning groups decide on a strategic direction by defining the company’s 
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mission and goals, its external opportunities and threats, and its internal strengths 
and weaknesses. They then generate various strategic alternatives and compare those 
alternatives’ ability to achieve the company’s mission and goals. During strategy im¬ 
plementation, the organization follows through on the chosen strategy. This consists 
of structuring the organization, allocating resources, ensuring that the firm has skilled 
employees in place, and developing reward systems that align employee behavior with 
the organization’s strategic goals. Both of these strategic management phases must be 
performed effectively. It is important to note that this process does not happen se¬ 
quentially. As we will discuss later with regard to emergent strategies, this process en¬ 
tails a constant cycling of information and decision making. Figure 2.1 presents the 
strategic management process. 

In recent years organizations have recognized that the success of the strategic man¬ 
agement process depends largely on the extent to which the HRM function is in¬ 
volved. 8 


Strategy 

implementation 

The process of 
devising structures 
and allocating 
resources to enact 
the strategy a 
company has 
chosen. 


Linkage between HRM and the Strategic Management Process 

The strategic choice really consists of answering questions about competition—that 
is, how the firm will compete to achieve its missions and goals. These decisions con¬ 
sist of addressing the issues of where to compete, how to compete, and with what to 
compete, which are described in Figure 2.2. Although these decisions are all impor¬ 
tant, strategic decision makers often pay less attention to the “with what will we com¬ 
pete” issue, resulting in poor strategic decisions. For example, PepsiCo in the 1980s 
acquired the fast food chains of Kentucky Fried Chicken, Taco Bell, and Pizza Hut 
(“where to compete” decisions) in an effort to increase its customer base. However, it 
failed to adequately recognize the differences between its existing workforce (mostly 
professionals) and that of the fast food industry (lower-skilled people and high school¬ 
ers) as well as its ability to manage such a workforce. This was one reason that Pepsi¬ 
Co, in 1998, spun off the fast food chains. In essence, it had made a decision about 
where to compete without fully understanding what resources it would take to com¬ 
pete in that market. 

Boeing illustrates how failing to address the “with what” issue resulted in problems 
in its ‘how to compete” decisions. When the aerospace firm’s consumer products di¬ 
vision entered into a price war with Airbus Industrie, it was forced to move away from 
its traditional customer service strategy toward emphasizing cost reduction. 9 The 
strategy was a success on the sales end as Boeing received large numbers of orders for 
aircraft from firms such as Delta, Continental, Southwest, and Singapore Airline. 
However, it had recently gone through a large workforce reduction (thus, it didn’t 
have enough people to fill the orders) and did not have the production technology to 


1. Where to compete? 

In what market or markets (industries, products, etc.) will we compete? 

2. How to compete? 

On what criterion or differentiating characteristic(s) will we compete? Cost? 
Quality? Reliability? Delivery? 

3. With what will we compete? ' 

What resources will allow us to beat our competition? 

How will we acquire, develop, and deploy those resources to compete? 
— 


FIGURE 2.2 

Strategy—Decisions 
about Competition 




Boeing Begins a Comeback 


fc^| plft<mtioried in the chapter, 

||p«hg's strategic change to 
1 »rnpete on post caused the 
1 If wfnpsny signifk ia ■ 

K.’^nct o| national difficulty. As 
; Airbus has continued to eat 
away at Boeing's market share, 
Boeing has now begun to cre- 
1 ate the systems and structures 
to enable them to fight back. 

One way of buildtng cost- 
competitne processes is 
through the implementator! of 
lean mandfaett»ring concepts. 
The basic ideaibehfd these 
concepts is to examine 
everything from component 
design to the machinery used 
in production toward a goal of 


flashing light accompanies a 
recording of Aretha Franklin's 
"Rescue Me" to call for help.) 

So far these’efforts have 
proved successful. Assembly of 
the 777 has been reduced to 
37 days from 71, and the 737 is 
down to 11 days with a goal of 
5. Overall inventories have 
been reduced by 42 percent, 
and profit margin in the com¬ 
mercial airplane division hit 
10.2 percent in the first half of 
2001, up from 1 percent in 
1998. 

SOURCE: 4. t, tansford, "Boeing Rethinks 
How it SuiWs.Planes with Help from Its 
"Moonshine Shop," The Wall Street Jc/urrial 
(September 5 , 2001 ), p; 1 . . 1 » 


enabling workers to increase 
productivity using less spate 
and movement, For instance; : | 
of the converted 737 lines 
in Renton; Washington, consists 
of a moving fine where a tug||l 
pul's the plane at two inches a 
minute for two shifts a day. 
Rathpr than running back and"' 
forth fof tools and parts, . j 
workers move on a float!ike 

the tools and parts are wheeled 

to waiting spots oil the line. 
Emergency call boxes are ‘ 
placed at several spots on the 
line so workers can alerf^ 
support departments to 
problems, (tff ’phe group a 


COMPETING 

THROUGH 

HIGH- 

PERFORMANCE 
WORK SYSTEMS 


enable the necessary increase in productivity. The result of this failure to address 
"with what will we compete" in making a decision about how to compete resulted in 
the firm's inability to meet delivery deadlines and the ensuing penalties it had to pay 
to its customers. 

The "Competing through High-Performance Work Systems" box describes how 
Boeing has used work design to compete on cost against Airbus. 


Role of 1-IRMin Strategy Formulation 

As the preceding examples illustrate, often the "with what will we compete" ques¬ 
tions present ideal avenues for HRM to influence the strategic management process. 
This might be through either limiting strategic options or forcing thoughtfulness 
among the executive team regarding how and at what cost the firm might gain or de¬ 
velop the human resources (people) necessary for such a strategy to be successful. For 
example, HRM executives at PepsiCo could have noted that the firm had no exper¬ 
tise in managing the workforce of fast food restaurants. The limiting role would have 
been for these executives to argue against the acquisition because of this lack of re¬ 
sources. On the other hand, they might have influenced the decision by educating top 
executives as to the costs (of hiring, training, and so on) associated with gaining peo¬ 
ple who had the right skills to manage such a workforce. 
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SOURCE: Adapted from K. Golden and V. Ramanujam, "Between a Dream and a 
Nightmare: On the Integration of the Human Resource Function and the Strategic 
Business Planning Process," Human Resource Management 24 (1985), pp. 429-51. 


FIGURE 2.3 
Linkages of 
Strategic Planning 
and HRM 


A firm's strategic management decision-making process usually takes place at its 
top levels, with a strategic planning group consisting of the chief executive officer, the 
chief financial officer, the president, and various vice presidents. However, each com¬ 
ponent of the process involves people-related business issues. Therefore, the HRM 
function needs to be involved in each of those components. One recent study of 115 
strategic business units within Fortune 500 corporations found that between 49 and 
69 percent of the companies had some link between HRM and the strategic planning 
process. 10 However, the level of linkage varied, and it is important to understand 
these different levels. 

Four levels of integration seem to exist between the HRM function and the strate¬ 
gic management function: administrative linkage, one-way linkage, two-way linkage, 
and integrative linkage. 11 These levels of linkage will be discussed in relation to the dif¬ 
ferent components of strategic management. The linkages are illustrated in Figure 2.3. 

Administrative Linkage 

In administrative linkage (the lowest level of integration), the HRM function's at¬ 
tention is focused on day-to-day activities. The HRM executive has no time or op¬ 
portunity to take a strategic 'outlook toward HRM issues. The company's strategic 
business planning function exists without any input from the HRM department. 
Thus, in this level of integration, the HRM department is completely divorced from 
any component of the strategic management process in both strategy formulation and 
strategy implementation. The department simply engages in administrative work un¬ 
related to the company's core business needs. 

One-Way Linkage 

In one-way linkage, the firm's strategic business planning function develops the 
strategic plan and then informs the HRM function of the plan. Many believe this 
level of integration constitutes strategic HRM-that is, the role of the HRM function 
is to design systems and/or programs that implement the strategic plan. Although 
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one-way linkage does recognize the importance of human resources in implementing 
the strategic plan, it precludes the company from considering human resource issues 
while formulating the strategic plan. This level of integration often leads to strategic 
plans that the company cannot successfully implement. 


Two-Way Linkage 

Two-way linkage allows for consideration of human resource issues during the strat¬ 
egy formulation process. This integration occurs in three sequential steps. First, the 
strategic planning team informs the HRM function of the various strategies the com¬ 
pany is considering. Then HRM executives analyze the human resource implications 
of the various strategies, presenting the results of this analysis to the strategic plan¬ 
ning team. Finally, after the strategic decision has been made, the strategic plan is 
passed on to the HRM executive, who develops programs to implement it. The strate¬ 
gic planning function and the HRM function are interdependent in two-way linkage. 


Integrative Linkage 

Integrative linkage is dynamic and multifaceted, based on continuing rather than se¬ 
quential interaction. In most cases the HRM executive is an integral member of the 
senior management team. Rather than an iterative process of information exchange, 
companies with integrative linkage have their HRM functions built right into the 
strategy formulation and implementation processes. It is this role that we will discuss 
throughout the rest of this chapter. 

Thus, in strategic HRM. the HRM function is involved in both strategy formula¬ 
tion and strategy implementation. The HRM executive gives strategic planners in¬ 
formation about the company's human resource capabilities, and these capabilities are 
usually a direct function of the HRM practices. This information about human re¬ 
source capabilities helps top managers choose the best strategy because they can con¬ 
sider how well each strategic alternative would be implemented. Once the strategic 
choice has been determined, the role of HRM changes to the development and align¬ 
ment of HRM practices that will give the company employees having the necessary 
skills to implement the strategy. In addition, HRM practices must be designed to elicit 
actions from employees in the company. In the next two sections of this chapter we 
show how HRM can provide a competitive advantage in the strategic management 


Goals 

What an 

organization hopes 
to achieve in the 
medium- to long- ■ 
term future. 


Strategy Formulation 

Five major components of the strategic management process are relevant to strategy 
formulation. 12 These components are depicted in Figure 2.4- The first component is 
the organization’s mission. The mission is a statement of the organization’s reason for 
being; it usually specifies the customers served, the needs satisfied and/or the values 
received by the customers, and the technology used. The mission statement is often 
accompanied by a statement of a company’s vision and/or values. For example, Table 
2.1 on page 62 illustrates the mission and values of Merck & Co., Inc. 

An organization’s goals are what it hopes to achieve in the medium- to long-term 
future; they reflect how the mission will be operationalized. The overarching goal of 
most profit-making companies in the United States is to maximize stockholder 
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HR input 

SOURCE: Adapted from K. Golden and V. Ramanujam, "Between a Dream and a 
Nightmare," Human Resource Management 24 (1985), pp, 429-451. Reprinted with 
permission. 


FIGURE 2.4 

Strategy 

Formulation 


wealth. But companies have to set other long-term goals in order to maximize stock¬ 
holder wealth. 

External analysis consists of examining the organization's operating environment 
to identify the strategic opportunities and threats. Examples of opportunities are cus¬ 
tomer markets that are not bemg servetechno bglCa^ ai-ances t^at can al^ t^e 
company, and labor pools that have not been tapped. Threats include potentwllabor 
shortages, new competitors entering the market, pending legislation that might ad¬ 
versely affect the company, and competitors' technological innovations. 

Internal analysis attempts to identify the organization's strengths and weaknesses. 
It focuses on the quantity and quality of resources available to the organization-fi¬ 
nancial, capital, technological, and human resources. Organizations have to honestly 
and accurately assess each resource to decide whether it is a strength or a weakness. 

External analysis and internal analysis combined constitute what has come to be 
called the SWOT (strengths, weaknesses, opportunities, threats) analysis. After going 
through the SWOT analysis, the strategic planning team has all the information it 
needs to generate a number of strategic alternatives. The strategic managers compare 
these alternatives' ability to attain the organization's strategic goals; then t~ey make 
their strategic choice. The strategic choice is the organization's strategy; it describes the 
ways the organization will attempt to fulfill its mission and achieve its long-term goals. 

Many of the opportunities and threats in the external environment are people- 
related. With fewer and fewer highly qualified individuals entering the labor market. 
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TABLE 2.1 

Merck & Co.'s 
Mission and Values 


MISSION STATEMENT 



Merck & Co., Inc. is a leading research-driven pharmaceutical products and 
services company. Merck dfeepyers, develops, manufactures and markets a broad 
range of innovative products toimprove human and animal health. The Merck- 
> Managed Care Division manages pharmacy benefits for more than 40 
Americans, encouraging the appropriate use of medicines and providing 
r management programs, 
fission 
fission i 
ms a 




Our Values 

1. Our I 

must be i 

productsaod^ijf^jii^SSBiSiS, thereby providing lasting consumer satisfaction,* .t ..ft 

2. We are committed to the highest standards of ethics and integrity. We are 

responsible to our customers, to Merck employees and their families, to the 
environments we inhabit, and to the societies we serve worldwide. In 
discharging our responsibilities, we do not take professional or ethical 
shortcuts. Our interactions with all segments of society must reflect the high 
standards we profess. 

3. Wo are dedicated to the highest level of scientific excellence and commit 
dlir research to improving human and animal health and the quality of life. 

We strive to identify the most critical needs of consumers and customers; we 
devote our resources to meeting those needs. 

We expect profits, but only from work that satisfies customer needs and 
benefits humanity. Our ability to meet our responsibilities depends on 
maintaining a financial position that invites investment in leading-edge 
research and that makes possible effective delivery of research results. 

ytfe recognize that the ability to excel—to most competitively meat 
society's and customers' needs-—depends on the integrity, knowledge, 
.^^teihatlon, skill, diversify and teamwork of employees, and we value 

qualities most highly. To this end, we strive to create an environment of 
encouragement, and teamwork—a working environment that 
commitment and performance and is responsive to the needs Of 
i' ^toptoyees and their families. ' 


4. 


m 


SOURCE: vvvvw.merck.com/overview/philosophy.httnl. 


organizations compete not just for customers but for employees. It is HRM’s role to 
keep close tabs on the external environment for human resource-related opportuni¬ 
ties and threats, especially those directly related to the Ij.RM function: potential labor 
shortages, competitor wage rates, government regulations affecting employment, and 
so on. For example, as discussed in Chapter 1, U.S. companies are finding that more 
and more high school graduates lack the basic skills needed to work, which is one 
source of the "human capital shortage." 13 However, not recognizing this environ- 
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mental threat, many companies have encouraged the exit of older, more skilled work¬ 
ers while hiring less skilled younger workers who require basic skills training. 14 

An analysis of a company's internal strengths and weaknesses also requires input 
from the HRM function. Today companies are increasingly realizing that their human 
resources are one of their most important assets. In fact, one estimate is that over one- 
third of the total growth in U.S. GNP between 1943 and 1990 was the result of 
increases in human capital. A company's failure to consider the strengths and weak¬ 
nesses of its workforce may result in its choosing strategies it is not capable of pursu¬ 
ing.^ However, some research has demonstrated that few companies have achieved 
this level of linkage. I 6 For example, one company chose a strategy of cost reduction 
through technological improvements. It built a plant designed around a computer- 
integrated manufacturing system with statistical process controls. Though this choice 
may seem like a good one, the company soon learned otherwise. It discovered that its 
employees could not operate the new equipment because 25 percent of the workforce 
was functionally illiterate. 17 

Thus, with an integrative linkage, strategic planners consider all the people- 
related business issues before making a strategic choice. These issues are identified 
with regard to the mission, goals, opportunities, threats, strengths, and weaknesses, 
leading the strategic planning team to make a more intelligent strategic choice. Al¬ 
though this process does not guarantee success, companies that address these issues 
are more likely to make choices that will ultimately succeed. 

Recent research has supported the need to have HRM executives integrally in¬ 
volved in strategy formulation. One study of U.S. petrochemical refineries found that 
the level of HRM involvement was positively related to the refinery manager's eval¬ 
uation of the effectiveness of the HRM function, is A second study of manufacturing 
firms found that HRM involvement was highest when top managers viewed employ¬ 
ees as a strategic asset and associated with reduced turnover. 19 However, both studies 
found that HRM involvement was unrelated to operating unit financial performance. 


Delta Air Lines and HRM's Role in Strategy Formulation 

Returning to the story of Delta's Leadership 7.5 strategy discussed at the opening of 
this chapter, how might an HRM executive have influenced the decision to adopt the 
strategy? She or he could have pointed out that Delta had one source of sustainable 
competitive advantage (one that provided value, was rare, and was impossible or costly 
for its competitors to imitate):2o its highly committed workforce, which delivered the 
highest level of customer -ervice in the industry.21 In fact. Delta employees were so 
committed to the airline that in the 1980s the employees pitched in and bought the 
airline a new airplane. Thus the limiting role would have been to point out the ab¬ 
surdity of throwing away its one source of sustainable competitive advantage. 

However, one lesson for all business decision makers is to never say no unless one 
can present a better alternative. Thus an HRM executive could have proposed an al¬ 
ternative strategy that would have reduced cost without sacrificing its workforce. For 
example, a workforce that buys a plane would certainly be willing to generate ways 
for the airline to run more efficiently. They might also have ideas regarding how to 
make any necessary workforce reductions and perhaps would be willing to Jake tem¬ 
porary pay cuts to help the firm get back on its feet. This would be an example of 
a strategy that sought to deploy rather than destroy the firm's source of competitive 
advantage. The "Competing by Meeting Stakeholders' Needs” box describes the 
dilemma firms face in simultaneously trying to create competitive advantage through 
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Has Downsizing Become 
a Way of Lift? 


workforce by 16,000 in 1996. 

The important question fac¬ 
ing firms is, How can we 
develop a reputation as an em¬ 
ployer of choice, and engage 
employees to the goals of the 
firm, while constantly laying off 
a significant portion of our 
workforce? How firms answer 
this question will determine 
how they can compete by 
meeting the stakeholder needs 
of their employees. 

SOURCE: J. Laabs, "Has Downsizing Missed 
Its Mark?" Workforce, April, 1999, pp. 31-38. 


time of massive layoffs. In fact, 
1998, the height of the war for 
talent, also saw the largest 
number of layoffs in the 
decade. 

This new trend seems to 
represent a "churn" of 
employees, in which firms lay 
off those with outdated skills or 
cut whole businesses that are in 
declining markets while 
simultaneously building 
businesses and employee bases 
in newer, high-growth markets. 
For example, IBM cut 69,256 
people and increased its 


One would have great difficulty 
ignoring the massive "war for 
talent" that went on during the 
late 1990s, particularly with the 
notable dot-com craze. Firms 
during this time sought to 
become "employers of choice," 
to establish "employment 
brands," and to develop 
"employee value propositions" 
as ways to ensure that they 
would be able to attract and 
retain talented employees. 
However, what few probably 
noticed was that in spite of the 
hiring craze, this was also a 




Number of layoffs during the 1990s 



SOURCE: Challenger, Gray, and Christmas, 1998, 


people while churning employees in response to changing skill requirements de¬ 
manded by the dynamic competitive environment. 

Research has indicated that few companies have fully integrated HRM into the 
strategy formulation process. 22 As we’ve mentioned before, companies are beginning 
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to recognize that in an intensely competitive environment, managing human re¬ 
sources strategically can provide a competitive advantage. Thus companies at the ad¬ 
ministrative linkage level will either become more integrated or face extinction. In 
addition, companies will move toward becoming integratively linked in an effort to 
manage human resources strategically. 

It is of utmost importance that all people-related business issues be considered dur¬ 
ing strategy formulation. These issues are identified in the HRM function. Mecha¬ 
nisms or structures for integrating the HRM function into strategy formulation may 
help the strategic planning team make the most effective strategic choice. Once that 
strategic choice is determined, HRM must take an active role in implementing it. 
This role will be discussed in the next section. 


Strategy Implementation 

After an organization has chosen its strategy, it has to execute that strategy—make it 
come to life in its day-to-day workings. The strategy a company pursues dictates cer¬ 
tain HR needs. For a company to have a good strategy foundation, certain tasks must 
be accomplished in pursuit of the company’s goals, individuals must possess certain 
skills to perform those tasks, and these individuals must be motivated to perform their 
skills effectively. 

The basic premise behind strategy implementation is that “an organization has a 
variety of structural forms and organizational processes to choose from when imple¬ 
menting a given strategy,” and these choices make an economic difference. 23 Five im¬ 
portant variables determine success in strategy implementation: organizational struc¬ 
ture; task design; the selection, training, and development of people; reward systems; 
and types of information and information systems. 

As we see in Figure 2.5, HRM has primary responsibility for three of these five 
implementation variables: task, people, and reward systems. In addition, HRM can 
also directly affect the two remaining variables: structure and information and deci¬ 
sion processes. First, for the strategy to be successfully implemented, the tasks must be 
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Emergent strategies 


designed and grouped into jobs in a way that is efficient and effective,24 In Chapter 4 
we will examine how this can be done through the processes of job analysis and job 
design. Second, the HRM function must ensure that the organization is staffed with 
people who have the necessary knowledge, skill, and ability to perform their part in 
implementing the strategy. This goal is achieved primarily through recruitment, se- 
lectionand placement, training, development, and career management-topics cov¬ 
ered in Chapters 5, 6, 7, and 9. In addition, the HRM function must develop per¬ 
formance management and reward systems that lead employees to work for and 
support the strategic plan. The specific types of performance management systems are 
covered in Chapter 8, and the many issues involved in developing reward systems are 
discussed in Chapters 11 through 13. In other words, the role of the HRM function 
becomes one of (1) ensuring that the company has the proper number of employees 
with the levels and types of skills required by the strategic plan25 and (2) developing 
"control" systems that ensure that those employees are acting in ways that promote 
the achievement of the goals specified in the strategic plan. 2b 

How does the HRM function do this? As Figure 2.6 shows, it is through adminis¬ 
tering HRM practices: job analysis/design, recruitmeDt, selection systems, training 
and development programs, performance management systems, reward systems, and 
labor relations programs. The details of each of these HRM practices are the focus of 
the rest of this book. However, at this point it is important to present a general 
overview of the HRM practices and their role in strategy implementation. We will 
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then discuss the various strategies companies pursue and the types of HRM systems 
congruent with those strategies. First we focus on how the strategic types are imple¬ 
mented; then we discuss the HRM practices associated with various directional 
strategies. 


1-tRM Practices 

The HRM function can be thought of as having six menus of HRM practices, from 
which companies can choose the ones most appropriate to implementing their strat¬ 
egy. Each of these menus refers to a particular functional area of HRM: job analy¬ 
sis/design, recruitment/selection, training and development, performance manage¬ 
ment, pay structure/incentives/benefits, and labor/employee relations.27 These menus 
are presented in Table 2.2. 


: 




Job Analysis and Design 

Few tasks +-» Many tasks 
Simple tasks +-» Complex tasks 
Few skills required «-* Many skills required 
Specific job descriptions General job descriptions 

Recruitment and Selection 
External sources *-* Internal sources 
Limited socialization *-*■ Extensive socialization 
Assessment of specific skills <—» Assessment of general skills 
Narrow career paths <-* Broad career paths 
Training and Development 
Focus on current job skills *-* Focus on fu 
Individual orientation ■*-* Group orient 
in few employees +-* Train all i 
nplanned *-* Planned, 

Performance Management 




Behavioral criteria 
Developmental orientation 
Short-term criteria 
Individual orientation 


Pay weighted toward sala 

■IlfiV ; i 


Results criteria 
Administrative orientation 
Long-term criteria 
Group orientation 

. ana dquotits 

;Pay weighted toward incentives 



Short-ti 

Emphasis on internal < 

Individual inc« 

Labor and Employee Relations 

Collective bargaining *-* Individual bargaining 
Top-down decision making *-* Participation in decision making 
Formal due process *-* No due process 
View employees as expense «-> View employees as assets 


TABLE 2.2 
Menu of HRM 
Practice Options 


\ 


SOURCE: Adapted from R. S. Schuler and S. F. Jackson, "Linking Competitive Strategies with 
Human Resource Management Practices," Academy of Management Executive 1 (1987), pp. 
207-19; and C. Fisher, L. Schoenfeldt, and B. Shaw, Human Resource Management, 2nd ed. 
(Boston: Houghton Mifflin, 1992). 
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Job analysis 

The process of 
getting detailed 
information about 
jobs. 

Job design 

The process of 
defining the way 
work will be 
performed and the 
tasks that will be 
required in a given 
job. 

Recruitment 

The process of 
seeking applicants 
for potential 
employment. 

Selection 

The process by 
which an 
organization 
attempts to identify 
applicants with the 
necessary 
knowledge, skills, 
abilities, and other 
characteristics that 
will help it achieve 
its goals. 

Training 

A planned effort to 
facilitate the 
learning of job- 
related knowledge, 
skills, and behavior 
by employees. 


Development 

The acquisition of 
knowledge, skills, 
and behaviors that 
improve an 
employee's ability to 
meet changes in job 
requirements and in 
client and customer 
demands. 


Job Analysis and Design 

Companies produce a given product or service (or set of products or services), and the 
manufacture of these products requires that a number of tasks be performed. These 
tasks are grouped together to form jobs. Job analysis is the process of getting detailed 
information about jobs. Job design addresses what tasks should be grouped into a par- 
ticular job. The way that jobs are designed should have an important tie to the strat¬ 
egy of an organization because the strategy requires either new and different tasks or 
different ways of performing the same tasks. In addition, because many strategies en¬ 
tail the introduction of new technologies, this impacts the way that work is per¬ 
formed. 28 

In general, jobs can vary from having a narrow range of tasks (most of which are 
simplified and require a limited range of skills) to having a broad array of complex 
tasks requiring multiple skills. In the past, the narrow design of jobs has been used to 
increase efficiency, while the broad design of jobs has been associated with efforts to 
increase innovation. However, with the advent of total quality management methods 
and a variety of employee involvement programs such as quality circles, many jobs are 
moving toward the broader end of the spectrum. 29 


Employee Recruitment and Selection 

Recruitment is the process through which the organization seeks applicants for po¬ 
tential employment. Selection refers to the process by which it attempts to identify 
applicants with the necessary knowledge, skills, abilities, and other characteristics 
that will help the company achieve its goals. Companies engaging in different strate¬ 
gies need different types and numbers of employees. Thus the strategy a company is 
pursuing will have a direct impact on the types of employees that it seeks to recruit 
and select. 30 


Employee Training and Development 

A number of skills are instilled in employees through training and development. 
Training refers to a planned effort to facilitate the learning of job-related knowledge, 
skills, and behavior by employees. Development involves acquiring knowledge, skills, 
and behavior that improve employees’ ability to meet the challenges of a variety of 
existing jobs or jobs that do not yet exist. Changes in strategies often require changes 
in the types, levels, and mixes of skills. Thus the acquisition of strategy-related skills 
is an essential element of the implementation of strategy. For example, many compa¬ 
nies have recently emphasized quality in their products, engaging in total quality 
management programs. These programs require extensive training of all employees in 
the TQM philosophy, methods, and often other skills that ensure quality. 31 

Through recruitment, selection, training, and development, companies can obtain 
a pool of human resources capable of implementing a given strategy. 32 


Performance Management 

Performance management is used to ensure that employees activities and outcomes 
are congruent with the organization’s objectives. It entails specifying those activities 
and outcomes that will result in the firm’s successfully implementing the strategy. For 
example, companies that are “steady state” (not diversified) tend to have evaluation 
systems that call for subjective performance assessments of managers. This stems from 
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the fact that those above the first-level managers in the hierarchy have extensive 
knowledge about how the work should be performed. On the other hand, diversified 
companies are more likely to use quantitative measures of performance to evaluate 
managers because top managers have less knowledge about how work should be per¬ 
formed by those below them in the hierarchy.33 

Simi ^ar ^y, executives w^o ^ave extensive ^noweJ ^ge tfe ^ ^aVlors t^at to 
effective performance use performance management systems that focus on the be¬ 
haviors of their subordinate managers. However, when executives are unclear about 
the specific behaviors that lead to effective performance, they tend to focus on eval¬ 
uating the objective performance results of their subordinate managers. 34 


Performance 

management 

Th~ means through 
which managers 
ensulretha- 
enjp o)jees t activities 
an ou pu s are 
congruent with the 

organization's goals. 


Pay Structure, Incentives, and Benefits 

The pay system has an important role in implementing strategies. First, a high level 
of pay and/or benefits relative to that of competitors can ensure that the company at¬ 
tracts and retains high-quality employees, but this might have a negative impact on 
the company's overall labor costs. 35 Second, by tying pay to performance, the com¬ 
pany can elicit specific activities and levels of performance from employees. 

In a study of how compensation practices are tied to strategies, researchers exam¬ 
ined 33 high-tech and 72 traditional companies. They classified them by whether they 
were in a growth stage (greater than 20 percent inflation-adjusted increases in annual 
sales) or a maturity stage. They found that high-tech companies in the growth stage 
used compensation systems that were highly geared toward incentive pay, with a lower 
percentage of total pay devoted to salary and benefits. On the other hand, compensa¬ 
tion systems among mature companies (both high-tech and traditional) devoted a 
lower percentage of total pay to incentives and a high percentage to benefits.36 


Labor and Employee Relations 

Whether companies are unionized or not, the general approach to relations with em¬ 
ployees can strongly affect their potential for gaining competitive advantage. In the 
late 1970s Chrysler Corporation was faced with bankruptcy. Lee Iacocca, the new 
president of Chrysler, asked the union for wage and work-rule concessions in an ef¬ 
fort to turn the company around. The union agreed to the concessions, in return re¬ 
ceiving profit sharing and a representative on the board. Within only a few years, the 
relationship with and support from the union allowed Chrysler to pull itself out of 
bankruptcy to record profitability.3? 

Companies can choose to treat employees as an asset that requires investment of 
resources or as an expense to be minimized.38 They have to make choices about how 
much employees can and should participate in decision making, what rights employ¬ 
ees have, and what the company's responsibility is to them. The approach a company 
takes in making these decisions can result in it either successfully achieving its short- 
and long-term goals or ceasing to exist. 

Recent research has begun to examine how companies develop sets of HRM prac¬ 
tices that maximize performance and productivity. For example, one study of auto¬ 
mobile assembly plants around the world found that plants that exhibited both high 
productivity and high quality used "HRM best practices," such as heavy emphasis on 
recruitment and hiring, compensation tied to performance, low levels of status differ¬ 
entiation, high levels of training for both new and experienced employees, and em¬ 
ployee participation through structures such as work teams and problem-solving 
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groups.3 9 Another study found that HRM systems composed of selection testing, 
training, contingent pay, performance appraisal, attitude surveys, employee participa¬ 
tion, and information sharing resulted in higher levels of productivity and corporate 
financial performance, as well as lower employee tumover.40 


Strategic Types 

As we previously discussed, companies can be classified by the generic strategies they 
pursue. It is important to note that these generic "strategies" are not what we mean 
by a strategic plan. They are merely similarities in the ways companies seek to com¬ 
pete in their industries. Various typologies have been offered, but we will focus on the 
two generic strategies proposed by Porter: cost and differentiation.41 

According to Michael Porter of Harvard, competitive advantage stems from a 
company's being able to create value in its production process. Value can be created 
in one of two ways. First, value can be created by reducing costs. Second, value can 
be created by differentiating a product or service in such a way that it allows the com¬ 
pany to charge a premium price relative to its competitors. This leads to two basic 
strategies. According to Porter, the "overall cost leadership" strategy focuses on be¬ 
coming the lowest-cost producer in an industry. This strategy is achieved by con¬ 
structing efficient large-scale facilities, by reducing costs through capitalizing on the 
experience curve, and by controlling overhead costs and costs in such areas as re¬ 
search and development, service, sales force, and advertising. This strategy provides 
above-average returns within an industry, and it tends to bar other firms' entry into 
the industry because the firm can lower its prices below competitors' costs. For exam¬ 
ple, IBM-clone computer manufacturers like Dell and Compaq have captured an in¬ 
creased share of the personal computer market by offering personal computers at 
lower cost than IBM and Apple. 

The "differentiation" strategy, according to Porter, attempts to create the impres¬ 
sion that the company's product or service is different from that of others in the in¬ 
dustry. The perceived differentiation can come from creating a brand image, from 
technology, from offering unique features, or from unique customer service. If a com¬ 
pany succeeds in differentiating its product, it will achieve above-average returns, and 
the differentiation may protect it from price sensitivity. For example, IBM has con¬ 
sistently emphasized its brand image and its reputation for superior service while 
charging a higher price for its computers. 


Role behaviors 

Behaviors that are 
required of an 
individual in his or 
her role as a 
jobholde- in a social 
work environment. 


HRM Needs in Strategic Types 

While all of the strategic types require competent people in a generic sense, each of 
the strategies also requires different types of employees with different types of behav¬ 
iors and attitudes. As we noted earlier in Figure 2.1, different strategies require em¬ 
ployees with specific skills and also require these employees to exhibit different "role 
behaviors."42 Role behaviors are the behaviors required of an individual in his or her 
role as a job holder in a social work environment. These role behaviors vary on a 
number of dimensions. Additionally, different role behaviors are required by the dif¬ 
ferent strategies. For example, companies engaged in a cost strategy require employ¬ 
ees to have a high concern for quantity and a short-terr'n focus, to be comfortable with 
stability, and to be risk averse. These employees are expected to exhibit role behav¬ 
iors that are relatively repetitive and performed independently or autonomously. 

Thus companies engaged in cost strategies, because of the focus on efficient pro- 
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duction, tend to specifically define the skills they require and invest in training em¬ 
ployees in these skill areas. They also rely on behavioral performance management sys¬ 
tems with a large performance-based compensation component. These companies pro¬ 
mote internally and develop internally consistent pay systems with high pay 
differentials between superiors and subordinates. They seek efficiency through worker 
participation, soliciting employees' ideas on how to achieve more efficient production. 

On the other hand, employees in companies with a differentiation strategy need to 
be highly creative and cooperative; to have only a moderate concern for quantity, a 
long-term focus, and a tolerance for ambiguity; and to be risk takers. Employees in 
these companies are expected to exhibit role behaviors that include cooperating with 
others, developing new ideas, and taking a balanced approach to process and results. 

Thus differentiation companies will seek to generate more creativity through 
broadly defined jobs with general job descriptions. They may recruit more from out¬ 
side, engage in limited socialization of newcomers, and provide broader career paths. 
Training and development activities focus on cooperation. The compensation system 
is geared toward external equity, as it is heavily driven by recruiting needs. These 
companies develop results-based performance management system and divisional- 
corporate performance evaluations to encourage risk taking on the part of managers.43 

A recent study of HRM among steel minimills in the United States found that 
mills pursuing different strategies used different systems of HRM. Mills seeking cost 
leadership tended to use control-oriented HRM systems that were characterized by 
high centralization, low participation, low training, low wages, low benefits, and 
highly contingent pay, whereas differentiator mills used "commitment" HRM sys¬ 
tems, characterized as the opposite on each of those dimensions.44 A later study from 
the same sample revealed that the mills with the commitment systems had higher 
productivity, lower scrap rates, and lower employee turnover than those with the con¬ 
trol systems. 


Directional Strategies 

As discussed earlier in this chapter, strategic typologies are useful for classifying the 
ways different organizations seek to compete within an industry. However, it is also 
necessary to understand how increasing size (growth) or decreasing it (downsizing) af¬ 
fects the HRM function. For example, the top management team might decide that 
they need to invest more in product development or to diversify as a means for 
growth. With these types of strategies, it is more useful for the HRM function to aid 
in evaluating the feasibility, of the various alternatives and to develop programs that 
support the strategic choice. 

Companies have used five possible categories of directional strategies to meet ob¬ 
jectives. 45 Strategies emphasizing market share or operating costs are considered "con¬ 
centration" strategies. With this type of strategy, a company attempts to focus on 
what it does best within its established markets and can be thought of as "sticking to 
its ^mttmg. Strategies fOcusmg on market < 'ble opment, pro uct development, m- 
novation, or Jomt ventures ma^e up t^e mterna ^growt* 1 strategy. Companies Wit* 1 
an internal growth strategy channel their resources toward building on existing 
strengths. Those attempting to integrate vertically or horizontally or to diversify are 
exhibiting an "external growth" strategy, usually through mergers or acquisitions. 
This strategy attempts to expand a company's resources or to strengthen its market 
position through acquiring or creating new businesses. Finally, a "divestment." or 
downsizing, strategy is one made up of retrenchment, divestitures, or liquidation. 


External growth 

strategy h . 

n emp aSlson 
acquiring vendors 

and suppliers or 
buying businesses 
that allow a 
company to expand 
into new markets. 
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Concentration 

strategy 

A strategy focusing 
on increasin- market 
share > reducing 
costs, or pealing, 
and main alnlng a 
market niche for 

products and 
services.. 

Internal growth 
strategy 

A focus on new 
market and product 
development, 
innovation, and joint 
ventures. 


Human Resource Environment 

These strategies are observed among companies facing serious economic difficulties 
and seeking to pare down their operations. The human resource implications of each 
of these strategies are quite different. 

Concentration Strategies 

Concentration strategies require that the company maintain the current skills that 
exist in the organization. This requires that training programs provide a means of 
keeping those skills sharp among people in the organization and that compensation 
programs focus on retaining people who have those skills. Appraisals in this strategy 
ten ^ to b e more ^e^aVlora^ecause t^e environment ISmore certain, an tfee ^ ^ av- 
lorS necessary lor e f i’ctlve pen&rmance ten ^ to ^e esta^'l^e^ t^roug^ 1 extensive ex- 
penence. 

Internal Growth Strategies 

Internal growth strategies present unique staffing problems. Growth requires that a 
company constantly hire, transfer, and promote individuals, and expansion into dif¬ 
ferent markets may change the necessary skills that prospective employees must have. 
In addition, appraisals often consist of a combination of behaviors and results. The 
behavioral appraisal emphasis stems from the knowledge of effective behaviors in a 
particular product market, and the results appraisals focus on achieving growth goals. 
Compensation packages are heavily weighted toward incentives for achieving growth 
goals. Training needs differ depending on the way the company attempts to grow in¬ 
ternally. For example, if the organization seeks to expand its markets, training will 
focus on knowledge of each market, particularly when the company is expanding into 
international markets. On the other hand, when the company is seeking innovation 
or product development, training will be of a more technical nature, as well as focus¬ 
ing on interpersonal skills such as team building. Joint ventures require extensive 
training in conflict resolution techniques because of the problems associated with 
combining people from two distinct organizational cultures. 

Mergers and Acquisitions 

Increasingly we see both consolidation within industries and mergers across indus¬ 
tries. For example, British Petroleum's recent agreement to acquire Amoco Oil repre¬ 
sents a consolidation, or reduction in number of firms within the industry. On the 
other' hand, Citicorp's merger with Traveller's Group to form Citigroup represents 
firms from different industries (pure financial services and insurance) combining to 
change the dynamics within both. Whatever the type, one thing is for sure-mergers 
and acquisitions are on the increase, and HRM needs to be involved. In addition, 
these mergers more frequently consist of global megamergers, in spite of some warn¬ 
ings that these might not be effective (See the "Competing through Globalization” 
box). 

According to a report by the Conference Board, "people issues" may be one of the 
major reasons that mergers do not always live up to expectations. Some companies 
now heavily weigh firm cultures before embarking on'a merger or acquisition. For ex¬ 
ample, prior to acquiring ValueRx, executives at Express Scripts, Inc., interviewed 
senior executives and middle managers at the potential target firm in order to get a 
sense of its culture. 46 In spite of this, fewer than one-third of the HRM executives sur- 
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veyed said that they had a major influence in how mergers are planned, yet 80 per¬ 
cent of them said that people issues have a significant impact after the deals are fi¬ 
nalized. 47 

In addition to the desirability of HRM playing a role in evaluating a merger op¬ 
portunity, HRM certainly has a role in the actual implementation of a merger or ac¬ 
quisition. Training in conflict resolution is also necessary when companies engage in 
an external growth strategy. All the options for external growth consist of acquiring 
or developing new businesses, and these businesses often have distinct cultures. Thus 
many HRM programs face problems in integrating and standardizing practices across 
the company's businesses. The relative value of standardizing practices across busi¬ 
nesses must be weighed against the unique environmental requirements of each busi¬ 
ness and the extent of desired integration of the two firms. For example, with regard 
to pay practices, a company may desire a consistent internal wage structure to main¬ 
tain employee perceptions of equity in the larger organization. In a recent new busi¬ 
ness developed by IBM, the employees pressured the company to maintain the same 
wage structure as IBM's main operation. However, some businesses may function in 
environments where pay practices are driven heavily by market forces. Requiring 
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these businesses to adhere to pay practices in other environments may result in an in¬ 
effective wage structure. 

Finding and Keeping the Best Employees 

Cisco Systems recognizes that when it acquires a new company, in large part, it is ac¬ 
quiring the human assets of that company. If the key people in the acquired company 
leave, then the acquisition was a tremendous failure. Thus Cisco first aims to screen 
potential acquisitions to ensure that the vision of the leader in that company and the 
company’s direction are similar to Cisco’s. In the acquisition discussion, it tries to 
make clear to the employees to be acquired that there will be massive change into the 
Cisco way of doing things. This is to ensure that employees are not surprised once 
they become part of Cisco. Third, during the integration, Cisco emphasizes that only 
one culture will survive and that it will be Cisco’s. Fourth, it finds significant roles for 
the top executives and the top technical talent in order to give them challenging op¬ 
portunities. By giving such people a major role, Cisco is much better than most firms 
at being able to retain the top talent after an acquisition. 

SOURCE: C. O'Reilly, J. Pfeffer, Hidden Value: How Great Companies Achieve Extraordinary Results 
with Ordinary People (Cambridge, MA: HBS Press, 2000). 


Downsizing 

The planned 
elimination of large 
numbers of 
personnel, designed 
to enhance 
organizational 
effectiveness. 


Downsizing 

Of increasing importance to organizations in today’s competitive environment is 
HRM’s role in downsizing or “rightsizing.” The number of organizations undergoing 
downsizing has increased significantly. In fact, from 1988 to 1993, 1.4 million execu¬ 
tives, managers, and administrators were laid off during downsizing, compared with 
only 782,000 from 1976 to 19813 8 Table 2.3 lists some major company downsizings 
as well as statements from the companies’ annual reports about the reasons behind 
the downsizing. 


TABLE 2.3 
Company 
Downsizings and 
Reasons Given 


COMPANY ANNUAL REPORT STATEMENT 


TRANSLATION 
IN LAYOFFS 



"Our dramatic downsizing certainly attracted a lot 50,000 1 
of attention over the last 18 months." 

IBM "Shortly after I [CEO Louis Gerstner] joined the 35,000 

company, I set as my highest priority to right-size 
the company as quickly as we could." 

''Boeingaawttmewto take the steps necessary to c-2&,000 : 
, adjust to th» market downturn," ; 

Kodak "The fundamentals show that we are making real 12,000 

progress in reducing our cost base." 

ns that, vyili 10,000 


SOURCE: "Bumstead, You're Downsized!" Time (April 1994): 143(16), p. 22. Reprinted by 
permission. 
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DESIRED OUTCOME 


PERCENTAGE THAT ACHIEVED 
DESIRED RESULT 


Hi 

Increased profits 
Improved Cash flow J '• 
Increased productivity 


Increased competitive advantage 

improved decision makinj 

Increased sales 
Increased market share | 
Improved product quality 


Increased innovation 


* *7.. 

46% ; ' ' 

32 

: ggg| 

22 


19 


14 

' - v-_i»as 

9 

nn m 






TABLE 2.4 
Effects of 
Downsizing on 
Desired Outcomes 


From Wall Street Journal, Eastern Edition June 6, 1991. Copyright © 1991 by Wall Street Journal. 
Reproduced with permission via Copyright Clearance Center. 


In spite of the increasing frequency of downsizing, research reveals that it is far 
from universally successful for achieving the goals of increased productivity and in¬ 
creased profitability. For example. Table 2.4 illustrates the results of a survey con¬ 
ducted by the American Management Association indicating that only about one- 
third of the companies that went through downsizings actually achieved their goal of 
increased productivity. Another survey by the AMA found that over two-thirds of the 
companies that downsize repeat the effort a year later. 49 Also, research by the con¬ 
sulting firm Mitchell & Company found that companies that downsized during the 
1980s lagged the industry average stock price in 1991.5° Thus it is important to un¬ 
derstand the best ways of managing downsizings, particularly from the standpoint of 
HRM. 

Downsizing presents a number of challenges and opportunities for HRM. In terms 
of challenges, the HRM fu.nction must "surgically" reduce the workforce by cutting 
only the workers who are less valuable in their performance. Achieving this is diffi¬ 
cult because the best workers are most able (and often willing) to find alternative em¬ 
ployment and may leave voluntarily prior to any layoff. For example, in 1992 Gen¬ 
eral Motors and the United Auto Workers agreed to an early retirement program for 
individuals between the ages of 51 and 65 who have been employed for 10 or more 
years. The program provided those who agreed to retire their full pension benefits, 
even if they obtained employment elsewhere, and as much as $13,000 toward the pur¬ 
chase of a GM car. sl 

Early retirement programs, although humane, essentially reduce the workforce 
with a "grenade" approach. This type of reduction does not distinguish between good 
and poor performers but rather eliminates an entire group of employees. In fact, re¬ 
cent research indicates that when companies downsize by offering early retirement 
programs, they usually end up rehiring to replace essential talent within a year. Often 
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the company does not achieve its cost-cutting goals because it spends 50 to 150 per¬ 
cent of the departing employee's salary in hiring and retraining new workers.52 

Another HRM challenge is to boost the morale of employees who remain after the 

reduction; this is discussed in greater detail in Chapter 5. Survivors may feel guilt over 
keeping their jobs when their friends have been laid off, or they may envy their 
friends who have retired with attractive severance and pension benefits. Their re¬ 
duced satisfaction with and commitment to the organization may interfere with work 
performance. Thus the HRM function must maintain open communication with re¬ 
maining employees to build their trust and commitment rather than withholding in¬ 

formation. 53 All employees should be informed of the purpose of the downsizing, the 
costs to be cut, the duration of the downsizing, and the strategies to be pursued. In ad¬ 
dition. companies going through downsizing often develop compensation programs 
that tie the individual's compensation to the company's success. Employee ownership 
programs often result from downsizing, and gainsharing plans such as the Scanlon 
plan (discussed in Chapter 12) originated in companies facing economic difficulties. 

In spite of these challenges, downsizing provides opportunities for HRM. First, it 
often allows the company to "get rid of dead wood” and make way for fresh ideas. In 
addition, downsizing is often a unique opportunity to change an organization's cul¬ 
ture. In firms characterized by antagonistic labor-management relations, downsizing 
can force the parties to cooperate and to develop new, positive relationships. 54Finally, 
downsizing can demonstrate to top-management decision makers the value of the 
company's human resources to its ultimate success. The role of HRM is to effectively 
manage the process in a way that makes this value undeniable. We discuss the impli¬ 
cations of downsizing as a labor force management strategy in Chapter 5. 


Delta Air Lines and HRM's Role in Strategy Implementation 

As was described in the opening vignette, HRM issues were significant components 
to Delta's Leadership 7.5 strategy. While the effectiveness of the strategy has already 
been questioned, HRM seemed to playa significant role in its implementation. Be¬ 
cause labor costs are the largest single controllable cost for an airline, significant cost 
reductions had to have HRM implications; thus costs were cut approximately $1.6 
billion through workforce reductions. These reductions were achieved through buy¬ 
outs, early retirement, extended leaves, and layoffs. In many cases experienced, highly 
paid, long-term Delta employees were replaced by less experienced but also much 
lower-paid employees, either full-time, part-time, or contract. For example, cleaning 
of the airplanes prior to this strategy was performed in-house by employees earning 
$7.80 'an hour to start, with full benefits and travel privileges. This allowed Delta to 
often hire college graduates who were willing to take on such jobs to get a foot in the 
door at Delta. These employees were replaced with outside contractors, who received 
lower wages, few benefits, and no travel privileges, resulting in much lower labor 
costs. However, the downside was that Delta soon faced "smelly lavatories, soiled car¬ 
pets, sticky tray tables, and littered seat pockets."55 

The negative outcomes of the strategy in terms of employee morale, customer serv¬ 
ice, and operational performance have been discussed. A vast majority of these 
stemmed from the strategy itself, but one wonders if the same strategy might have 
been implemented differently with less negative impact. For example, significant 
communications with employees regarding the need for restructuring might have pro¬ 
vided more legitimacy to the downsizing effort. In addition, seeking to provide out¬ 
placement services to laid-off employees might have eased their transition out of the 




COMPETING 
IN THE NEW 
ECONOMY 


Cisco Systems has been 
viewed as one of the most suc¬ 
cessful new economy 
companies based on its inces¬ 
sant, rapid growth. The 
company supplies the routers 
and other electronic network 
modules that enabled the trans¬ 
fer of information via the 
Internet when bandwidth was 
small and Internet use was rap¬ 
idly accelerating. At one point 
in the spring of 2000 its market 
capitalization exceeded that of 
any other company, including 
Microsoft and GE. However, 
since then its shares have fallen 
by 80 percent, and this fall ex¬ 
emplifies the concept of 


"Internet speed" and how it is 
impacting businesses. 

As late as November 2000, 
Cisco projected order growth at 
a 70 percent annual rate, yet 
within six months it experi¬ 
enced a decline in orders. As 
the economy softened, many 
customers cut back on orders. 

In addition, this time frame saw 
the shakeout of a number of 
dot-coms; although they made 
up only 5 percent of Cisco's or¬ 
ders, they comprised a much 
larger percentage of Cisco's 
projected growth rates. The 
new economy information tech¬ 
nology enabled many 
customers to quickly sense and 


respond to the lessening de¬ 
mand in their markets. 

However, Cisco, in spite of its 
vaunted internal ordering sys¬ 
tem, seemed to either ignore or 
miss the softening of orders, and 
continued its expansion plans. 
Soon, unable to be ignored any 
longer, the weak economy 
popped Cisco's bubble. In April 
2001 Cisco announced that it 
would be laying off 8,500 full¬ 
time and temporary employees 
after hiring 5,000 during the pre¬ 
vious five months. 

SOURCE: S. Thurm, "Even as Rivals Began to 
Stumble, Cisco Believed Itself to Be 
Immune," Wall Street Journal (April 18, 

2001), p. 1. 


firm. HRM might have developed programs aimed at boosting the morale of Delta's 
survivors. However, it is unlikely that such measures would have had a significant pos¬ 
itive influence given the severity of the cuts. Again, it highlights the strategic impor¬ 
tance of HRM having an impact on the strategy formulation as well as implementa¬ 
tion processes if people are to be deployed as a source of competitive advantage. 

Strategy Evaluation and Control 

A final component to the strategic management process is that of strategy evaluation 
and control. Thus far we have focused on the planning and implementation of strat¬ 
egy. However, it is extremely important for the firm to constantly monitor the effec¬ 
tiveness of both the strategy and the implementation process. This monitoring makes 
it possible for the company to identify problem areas and either revise existing struc¬ 
tures and strategies or devise new ones. In this process we see emergent strategies ap¬ 
pear as well as the critical nature of human resources in competitive advantage. The 
"Competing in the New Economy" box describes how Cisco's failure to effectively 
monitor its environment and adjust its business and human resource strategies appro¬ 
priately resulted in its recent stumble. 
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Motorola’s Strategy Uses 
All Its Resources 


B in Motorola embarks on a 

act, the organization em- 
'S every resource it has to 
iand implement Its strategy. 
In a high-technology field in 
■Which products, customers' 
needs, markets, and technology 
itself are constantly changing, 
Motorola and companies like it 


opment of new technology, and 
so forth) to move its strategy 
forward in its new Harvard, Illi¬ 
nois, location. One reason 
Motorola chose this location for 
a $100 million plant was the 
concentration of qualified work¬ 
ers. (The company normally 


considerations were part of the 
intended strategy. 

Motorola’s strategy does not 
stop at its own doors. At Har¬ 
vard, the organization has 
reached out to local schools, 
focusing just as hard on the 
quality of education and train¬ 
ing of future workers as it does 
on the development and manu¬ 
facture of its products. With its 
Learning Leadership Teams, ‘ 
Motorola conducts meetings. 

and administrators develop cur¬ 
ricula that will launch students 
into a rapidly changing 21st 
century, preparing them to 
compete and succeed at their 
jobs. Teams of teachers then 
work with students, who also 
complete learning projects in 


nearby cellular subscriber oper¬ 
ation. (Employees from the 
existing operation were re¬ 
cruited to help employees at 
the new plant get things up 
and running.) The size of the 
lot—300 acres—-was another 
factor. (Motorola can expand 
the plant if necessary.) All these 


people—their technical skill, 
motivation, and innovative w« 
of thinking.:-'; , : ' 

We can-view a microcosm 
of Motorola's use of high- _ 
performance work systems . 

; {teamwork, empowerment, 
tra«ag, and education devef 


COMPETING 

THROUGH 

HIGH- 

PERFORMANCE 
WORK SYSTEMS 


The Role of Human Resources 
in Providing Strategic Competitive 
Advantage 

Thus far we have presented the strategic management process as including a step-by- 
step procedure by which HRM issues are raised prior to deciding on a strategy and 
then HRM practices are developed to implement that strategy. However, we must 
note that human resources can provide a strategic competitive advantage in two ad¬ 
ditional ways: through emergent strategies and through enhancing competitiveness. 
(See the “Competing through High-Performance Work Systems” box.) 
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Emergent Strategies 

Having discussed the process of strategic management, we also must distinguish be¬ 
tween intended strategies and emergent strategies. Most people think of strategies as 
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being proactive, rational decisions aimed toward some predetermined goal. The view 
of strategy we have presented thus far in the chapter focuses on intended strategies. 
Intended strategies are the result of the rational decision-making process used by top 
managers as they develop a strategic plan. This is consistent with the definition of 
strategy as "the pattern or pl~n that integrates an organization's major goals, policies, 
and action sequences into a cohesive whole."56 The idea of emergent strategies is ev¬ 
idenced by the feedback loop in Figure 2.1. 

Most strategies that companies espouse are intended strategies. For example, when 
Compaq was founded, the company had its strategy summarized in its name, an amal¬ 
gam of the words computer , compact, and quality. Thus the intended strategy was to 
build compact portable computers that were completely free of any defect, and all of 
the company's efforts were directed toward implementing that strategy. Following 
that strategy allowed Compaq to become one of the fastest-growing companies in the 
world, commanding 20 percent of the world market in 1991. In 1992 Compaq's per¬ 
formance began to falter again, sparking new CEO Eckhard Pfieffer to change Com¬ 
paq's strategy to one focused on being a low-cost producer. This strategic change re¬ 
sulted in Compaq becoming the leading PC maker in the world in 1994.5 7 
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Emergent strategies, on the other hand, consist of the strategies that evolve from the 
grass roots of the organization and can be thought of as what organizations actually 
do, as opposed to what they intend to do. Strategy can also be thought of as "a pat¬ 
tern in a stream of decisions or actions."58 For example, when Honda Motor Com¬ 
pany first entered the U.S. market with its 250 cc and 305 cc motorcycles in 1959, it 
believed that no market existed for its smaller 50 cc bike. However, the sales on the 
larger motorcycles were sluggish, and Japanese executives running errands around Los 
Angeles on Honda 50s attracted a lot of attention, including that of a buyer with 
Sears, Roebuck. Honda found a previously undiscovered market as well as a new dis¬ 
tribution outlet (general retailers) that it had not planned on. This emergent strategy 
gave Honda a 50 percent market share by 1964.59 

The distinction between intended and emergent strategies has important implica¬ 
tions for human resource management. The new focus on strategic HRM has tended 
to focus primarily on intended strategies. Thus HRM's role has been seen as identify¬ 
ing for top management the people-related business issues relevant to strategy formu¬ 
lation and then developing HRM systems that aid in the implementation of the 
strategic plan. 

However, most emergent strategies are identified by those lower in the organiza¬ 
tional hierarchy. It is often the rank-and-file employees who provide ideas for new 
markets, new products, and new strategies. HRM plays an important role in facilitat¬ 
ing communication throughout the organization, and it is this communication that 
allows for effective emergent strategies to make their way up to top management. This 
fact led Philip Caldwell, Ford's chairman in the early 1980s, to state, "It's stupid to 
deny yourself the intellectual capability and constructive attitude of tens of thousands 
of workers."60 


Enhancing Firm Competitiveness 

A related way in which human resources can be a source of competitive advantage is 
through developing a human capital pool that gives the company the unique ability 
to adapt to an ever-changing environment. Recently managers have become inter¬ 
ested in the idea of a "learning organization," in which people continually expand 
their capacity to achieve the results they desire.61 This requires the company to be in 
a constant state of learning through monitoring the environment, assimilating infor¬ 
mation, making decisions, and flexibly restructuring to compete in that environment. 
Companies that develop such learning capability have a competitive advantage. Al¬ 
though certain organizational information-processing systems can be an aid, ulti¬ 
mately the people (human capital) who make up the company provide the raw ma¬ 
terials in a learning organization. 

Thus the role of human resources in competitive advantage should continue to in¬ 
crease because of the fast-paced change characterizing today's business environment. 

It is becoming increasingly clear that even as U.S. automakers have increased the 
quality of their cars to compete with the Japanese, these competitors have developed 
such flexible and adaptable manufacturing systems that they can respond to customer 
needs more quickly.62 This flexibility of the manufacturing process allows the emer¬ 
gent strategy to come directly from the marketplace by determining and responding 
to the exact mix of customer desires. It requires, ho~ever, that the company have 
people in place who have the skills to similarly adapt quickly.63 As George Walker, 
president of Delta Wire, stated, "Anyone can come in and buy machines like I have. 
The difference is the knowledge of your workers."64 This statement exemplifies the in- 
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creasing importance of human resources in developing and maintaining competitive 
advantage. 65 


Strategic Human Resource Executives 

For a reader who is just getting a first glimpse of the FIRM function, it is impossible 
to portray what a vastly different role FIRM must play today compared to 20 or even 
10 years ago. As noted earlier, FIRM has traditionally played a largely administrative 
role-simply processing paperwork plus developing and administering hiring, train¬ 
ing, appraisal, compensation, and benefits systems-and all of this has been unrelated 
to the strategic direction of the firm. In the early 1980s FIRM took on more of a one¬ 
way linkage role, helping to implement strategy. Now strategic decision makers are re¬ 
alizing the importance of people issues and so are calling for FIRM to become the 
"source of people expertise" in the firm. 66 This requires that FIR managers possess and 
use knowledge of how people can and do playa role in competitive advantage as well 
as the policies, programs, and practices that can leverage the firm's people as a source 
of competitive advantage. This leads to an entirely new set of competencies for 
today's strategic FIR executive. 

In the future, FIR professionals will need four basic competencies to become part¬ 
ners in the strategic management process. 67 (See Figure 2.7.) First, they will need 
"business competence"-knowing the company's business and understanding its eco¬ 
nomic financial capabilities. This calls for making logical decisions that support the 
company's strategic plan based on the most accurate information possible. Because in 
almost all companies the effectiveness of decisions must be evaluated in terms of dol¬ 
lar values, the FIR executive must be able to calculate the costs and benefits of each 
alternative in terms of its dollar impact. 68 In addition, it requires that the nonmone¬ 
tary impact be considered. The FIR executive must be fully capable of identifying the 
social and ethical issues attached to FIRM practices. 



HR professional 


FIGURE 2.7 

Human Resource 
Competencies 






82 PART 1 The Human Resource Environment 


Second, HR professionals will need "professional-technical knowledge” of state- 
of-the-art HRM practices in areas such as staffing, development, rewards, organiza¬ 
tional design, and communication. New selection techniques, performance appraisal 
methods, training programs, and incentive plans are constantly being developed. 
Some of these programs can provide value, whereas others may be no more than the 
products of today's HRM equivalent of snake oil. HR executives must be able to crit¬ 
ically evaluate the new techniques offered as state-of-the-art HRM programs and use 
only those that will benefit the company. 

Third, they must be skilled in the "management of change processes," such as di¬ 
agnosing problems, implementing organizational changes, and evaluating results. 
Every time a company changes its strategy in even a minor way, the entire company 
has to change. These changes result in conflict, resistance, and confusion among the 
people who must implement the new plans or programs. The HR executive must have 
the skills to oversee the change in a way that ensures its success. In fact, one survey 
of Fortune 500 companies found that 87 percent of the companies had their organi¬ 
zation development/change function as part of the HR department. 69 

Finally, these professionals must also have "integration competence," meaning the 
ability to integrate the three other competencies to increase the company's value. 
This requires that, although specialist knowledge is necessary, a generalist perspective 
must be taken in making decisions. This entails seeing how all the functions within 
the HRM area fit together to be effective and recognizing that changes in anyone 
part of the HRM package are likely to require changes in other parts of the package. 
For example, a health care company in central Texas was attempting to fill a position 
in the X-ray department. It was able to identify qualified candidates for the position, 
but none of the candidates accepted the offer. It was not until the company examined 
its total package (pay, benefits, promotion opportunities, and so on) and changed the 
composition of the package that it was able to fill the position. 

The new strategic role for HRM presents both opportunities and challenges. HRM 
has the chance to profoundly impact the way organizations compete through people. 
On the other hand, with this opportunity come serious responsibility and accounta¬ 
bility. HRM functions of the future must consist of individuals who view themselves 
as business people who happen to work in an HRM function, rather than HRM peo¬ 
ple who happen to work in a business. 



As we saw at the outset of this chapter, Delta's Leadership 7.5 strategy destroyed 
the firm's core competence of a highly experienced, highly skilled, and highly 
committed workforce that delivered the highest quality customer service in the in¬ 
dustry. We examined how HRM might have affected the strategy to point out the 
negative impact that this strategy would have on the firm. We also explored how, 
given the strategy and competitive environment, Delta might have sought to im¬ 
plement the cost cutting differently to reduce the cost structure but preserve its 
source of differentiation. 

The present state of Delta provides further support to these conclusions. With 
the family atmosphere dissolved and the bond between management and rank- 
and-file employees broken, employees have begun to seek other ways to gain 
voice and security. As of Fall 2001 Delta has two union organizing drives under way 
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with both the flight attendants and the mechanics. In addition, labor costs have 
been driven up as a result of the union activity. The pilots signed a lucrative five- 
year contract that will place them at the highest pay in the industry. In an effort to 
head off the organizing drive, the mechanics were recently given raises to simi¬ 
larly put them at the industry top. Now the flight attendants are seeking industry¬ 
leading pay irrespective of but certainly encouraged by the union drive. 70 

The Delta Air Lines story provides a perfect example of the perils that can await 
firms that fail to adequately address human resource issues in the formulation and 
implementation of strategy. 

Questions 

1. How does the experience of Delta Air Lines illustrate the interdependence 
between strategic decisions of "how to compete" and "with what to com¬ 
pete?" Consider this with regard to both strategy formulation and strategy 
implementation. 

2. If you were in charge of HRM for Delta Air Lines now, given the issues de¬ 
scribed in the "A Look Back" section, what would be your major priorities? 
How would you approach and solve these issues? 


Summa 


A strategic approach to human resource management 
seeks to proactively provide a competitive advantage 
through the company’s most important asset: its human 
resources. The HRM function needs to be integrally 
involved in the formulation of strategy to identify the 
people-related business issues the company faces. Once 
the strategy has been determined, HRM has a profound 
impact on the implementation of the plan by developing 
and aligning HRM practices that ensure that the company 
has motivated employees with the necessary skills. Finally, 


the emerging strategic role of the HRM function requires 
that HR professionals in the future develop business, 
professional-technical, change management, and integra¬ 
tion competencies. As you will see more clearly in later 
chapters, this strategic approach requires more than sim¬ 
ply developing a valid selection procedure or state-of-the- 
art performance management systems. Only through these 
competencies can the HR professional take a strategic ap¬ 
proach to human resource management. 


Discussion Questions 


»■■■ 


1. Pick one of your university’s major sports teams (like 
football or basketball). How would you characterize 
that team’s generic strategy? How does the composition 
of the team members (in terms of size, speed, ability, 
and so on) relate to that strategy? What are the 
strengths and weaknesses of the team? How do those 
dictate the team’s generic strategy and its approach to 
a particular game? 

2. Do you think that it is easier to tie human resources to 
the strategic management process in large or in small 
organizations? Why? 

3. Consider one of the organizations you have been affil¬ 
iated with. What are some examples of human resource 
practices that were consistent with that organization’s 
strategy? What are examples of practices that were in¬ 
consistent with its strategy? 


4. How can strategic management within the HRM de¬ 
partment ensure that HRM plays an effective role in 
the company’s strategic management process? 

5. What types of specific skills (such as knowledge of fi¬ 
nancial accounting methods) do you think HR profes¬ 
sionals will need to have the business, professional- 
technical, change management, and integrative com¬ 
petencies necessary in the future? Where can you de¬ 
velop each of these skills? 

6. What are some of the key environmental variables that 
you see changing in the business world today? What 
impact will those changes have on the HRM function 
in organizations? 
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Web Exercise 


This chapter emphasized that for companies to gain a 
competitive advantage they must integrate HRM into the 
company’s business strategy. Go to Honeywell’s home page 

at www.honeywell.com. 

Questions 

1. What types of businesses is the company involved in? 

2. What is the company’s growth and productivity strat¬ 
egy? 


3. What are the implications of the company’s growth 
and productivity strategy for how the company man¬ 
ages its human resources? Make sure you describe the 
implications for recruitment and selection, training, 
performance management, and compensation. 


Managing People: From the Pages of BusinessWeek 


BusinessWeek 


SAP: Less Ego, More Success 


Hasso Plattner, Its Hard-Driving Co-CEO, Discovered He Couldn't Fix His Company Alone 


When German software giant SAP ( SAP ) runs into a 
glitch, Hasso Plattner, its red-meat-for-breakfast co-CEO, 
figures out what is wrong and fixes it with his own bare 
hands, if necessary. That’s how he responded in February 
1999, after he got the bad news at an executive retreat 
that the company was hopelessly behind on the Internet. 
Unless SAP did something fast, this would end its era of 
dominance as the leading maker of run-the-company soft¬ 
ware applications for the world’s big corporations. 

Plattner reacted like a man shot out of a cannon. In a 
matter of days, a series of frenetic brainstorming sessions 
yielded a brand-new strategy, which he personally chris¬ 
tened mySAP.com. SAP’s array of software programs 
would be made Net-ready before the end of the year, and 
millions of office workers from Berlin to Bangkok would 
tap into the Net and their own companies’ networks on 
computer screens with SAP’s logo on them. “We want to 
be the portal through which businesspeople access every¬ 
thing,” he said later. “It’s like AOL—for corporations.” 

It was a grand vision befitting one of the software in¬ 
dustry’s most successful leaders. Problem was, it didn’t 
work. When mySAP.com arrived seven months later, cus¬ 
tomers were confused about what the products did, and 
the $50 million ad campaign flopped. In the company’s 
crucial Americas region, revenues actually declined 3 per¬ 
cent in the first quarter of 2000. So Plattner did something 
completely out of character: he admitted that he and SAP 
couldn’t handle this on their own. 

FLEXIBILITY. What followed is one of the most sur¬ 
prising personal odysseys in the annals of tech. As one of 
the top two executives at SAP since its 1972 founding, 
Plattner had built a corporate culture in his own image: 
engineering-focused, headstrong, and determined to do it 
all without help. That stiff spine made SAP into the third- 
largest software company in the world. But Plattner real¬ 


ized after mySAP.com was slow to take off that it wasn’t 
enough just to Web-ize his products. Unless he and his 
company started doing things differently, both could be 
washed up. Now he’s busting apart the edifice he built 
piece by piece—keeping what’s good and rejecting the 
rest. 

It’s all about being flexible. SAP used to build nearly all 
its core technology itself. Now it has deals with upstart 
Commerce One Inc. ( CMRC ) for business-to-business 
Web software. Convinced that its way was always best, 
SAP used to strong-arm customers to buy one massive 
conglomeration of bolted-together software programs— 
applications that did everything from managing financials 
and human resources to planning and manufacturing. 
Now SAP makes it easier for customers to pick and choose 
between SAP products and software sold by others. And 
Plattner once figured he could have the last word on mar¬ 
keting. Today he relies on a pro—Martin Homlish, for¬ 
merly of Sony Corp. ( SNE )—and took the surprising step 
of moving marketing from Germany to Manhattan. 

His efforts are starting to pay off. In the first quarter, 
SAP’s revenues grew a more than respectable 29 percent, 
to $1.36 billion. And SAP logged $106 million in profits, 
more than double the quarter a year earlier. Analysts fore¬ 
cast the company will meet its goal of attaining better 
than 21 percent revenue growth for the first three quarters 
of this year. ABN AMRO expects SAP’s profits to rise 
from $596 million last year to $800 million this year and 
$1.1 billion the next. A humbler Plattner is making his 
company a force to fear in e-business. 

That’s humbler, not humbled. Plattner can’t suppress 
his I-told-you-sos. “People say we’re back,” says Plattner, a 
pit bull of a man with a squared-off jaw. “We were never 
gone.” He predicts corporations will buy e-business soft¬ 
ware to make themselves more efficient and to goose 
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revenue growth. As evidenced by SAP’s strengthening 
sales, he believes they’re relying more on large, well- 
established software makers such as SAP, rather than the 
upstarts. 

If he’s right, the corporate computing world is about to 
be turned on its head. For much of the 1990s, big compa¬ 
nies dominated the landscape. After browser maker 
Netscape Communications Corp. (AOL) burst on the 
scene with its vision of Internet computing, the biggies 
seemed to be on a path to irrelevance. Dozens of upstarts 
emerged as the darlings of corporate software buyers. 
Ariba Inc. was the pioneer of procurement over the Web. 
Commerce One was first to set up exchanges linking buy¬ 
ers and sellers over the Net. Now the old gunfighters are 
staging a counterattack, and the upstarts are hurting. In 
April Ariba laid off one-third of its staff. Lawrence ]. Elli¬ 
son, chairman of SAP rival Oracle Corp., also says corpo¬ 
rate customers now prefer dealing with established com¬ 
panies. “It will be us and SAP, SAP and us,” he predicts. 

Still, it will be extremely difficult for Plattner to re¬ 
make SAP into one of the leaders in the next era of com¬ 
puting. Thanks to the dot-com collapse, he has a chance 
to make up lost ground. Indeed, he has retooled before. In 
the late 1980s, when SAP was a maker of software for 
mainframe computers, he transformed it within two years 
into a maker of applications running on networks. Back 
then, though, he was the pioneer. Now he’s playing catch¬ 
up. His challenge is to leapfrog nimble competitors and 
start setting the pace again. 

FANTASTIC FOUR? Plattner is acutely aware of his 
problem, and he’s working on it. He has targeted a quartet 
of product areas that he hopes will spark growth: customer 
management, supply-chain management, e-marketplaces, 
and corporate portals, which allow employees of corpora¬ 
tions to tap easily into internal data through the Web. 

Besides, he’s happiest when he’s wrestling with a chal¬ 
lenge. That spirit permeates his life—from the boardroom 
to his world-class racing yacht, Morning Glory. He’ll keep 
fighting even when the stakes -are impossibly low. For in¬ 
stance, last year, during a break from the annual meeting 
of the company’s investment arm, SAP Ventures, Plattner 
arranged a race between teams of investors in rented 
yachts in San Diego harbor. At one point, with Plattner at 
the helm, his boat was on a collision course with another. 
“Hasso’s yelling at the other guy that we had the right of 
way. In the end, the other guy turned off. We missed by a 
few feet,” recalls Gordon Hull, a venture capitalist at 
CMEA Ventures in San Francisco. “He’s got nerves of 
steel. I wouldn’t want to compete with him.” 

“STREET FIGHTER.” That out-there personality 
seems rooted in his childhood. Born in 1944 in Berlin, 
Plattner’s earliest memories are of sailing with his parents, 
Horst and Inge, on the lakes around the rubble-strewn 
city. His father, an eye surgeon, did not fight in the war. 


Still, there was a sense of peril. Plattner remembers seeing 
British jets landing with provisions during the 1948 airlift 
that broke Russia’s Berlin blockade, and he saw one plane 
crash. Rather than becoming fearful, he grew up confi¬ 
dent. “I’m a Berliner—fast, loud, obnoxious, industrious, 
brutally open,” he brags. 

The battler in him emerged during adolescence. After 
his parents divorced, he was sent at age 15 to a strict, mil¬ 
itary-style boarding school in Bavaria. It was like moving 
from Manhattan to Texas overnight. “I had to become a 
street fighter,” he recalls during a recent dinner of beef- 
cheek ravioli at Babbo, a trendy New York restaurant. De¬ 
spite jet lag and an overstuffed day of meetings, Plattner is 
full of energy. His eyes grow wide and he fingers scars on 
his wrist and hand as he tells how upperclassmen picked 
on him because he was a city slicker. “Once I pushed a big 
guy into a glass cabinet, and it shattered. I still have the 
scars,” he says. 

Other early influences shaped Plattner’s career. He 
worshiped John F. Kennedy. “He had a vision,” Plattner 
says, shifting into a nasal Boston accent to mimic 
Kennedy’s voice: “We want to get to the moon in 10 
years.” For a kid growing up in beaten-down Germany, 
Kennedy represented the promise of a new, can-do era. 
When Kennedy was shot, Plattner was devastated. “I 
couldn’t believe it,” he says. “I went to bed and listened to 
the radio.” Plattner followed in the footsteps of a grandfa¬ 
ther and studied engineering—intent on being where the 
action was. 

The future, it turned out, was to be built on electron¬ 
ics. In college Plattner studied telecommunications be¬ 
cause a computer science program wasn’t available. Upon 
graduating, he got a job as a sales consultant for IBM in 
Mannheim, Germany. That didn’t last long. He left with 
four colleagues in 1972 to form SAP after they were re¬ 
buffed by IBM when they suggested creating a financial 
software package for corporations. Their novel idea: to re¬ 
place expensive custom applications with off-the-shelf 
packages. Since then Plattner has been the company’s 
cheerleader and visionary, mapping out technology and 
strategy while the original chairman, Dietmar Hopp, man¬ 
aged the business. Plattner became the number one exec¬ 
utive in 1998 when Hopp resigned and has remained 
SAP’s spark plug. 

Sometimes, though, he has been the sludge that clogs 
up its engine. This is the dark side of Plattner. Even 
though customers complained for years about how difficult 
SAP’s products were to use, Plattner didn’t launch a cam¬ 
paign to fix that until 1998. He long refused to believe 
that marketing was important, and that cost SAP dearly 
in the competition With image-savvy Ellison. Plattner’s 
pride in SAP sometimes blossoms into full-blown arro¬ 
gance. At a software industry conference in Monterey, 
California, in 1998, “Hasso shocked people by saying he 
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didn’t believe SAP had to form alliances with anybody,” 
recalls Mark B. Hoffman, CEO of Commerce One. 

Plattner’s change of heart has been remarkable. In early 
2000, even as he was forming SAPMarkets, an indepen¬ 
dent e-marketplace subsidiary in San Francisco, he ac¬ 
cepted an invitation from Hoffman to talk about creating 
a partnership between SAPMarkets and Commerce One. 
Ultimately, over several months of talks, the two decided 
on an unusually close relationship in which they would 
co-engineer a new suite of integrated products. Plattner 
recalls that a high school art teacher taught him to be flex¬ 
ible. “He said: ‘When you reach the point that you don’t 
change your mind anymore, you know you’re old,” recalls 
Plattner. Now it’s one of Plattner's mantras. “We have to 
be able to adapt to new situations,” he says. 

Plattner’s ongoing project is turning SAP’s engineering 
culture inside out. In spite of his push for alliances and a 
program of setting up nimble, independent subsidiaries, 
the organization remains insular and slow to change its 
ways. His goal is to make sure SAP’s products are created 
with maximum input from customers—rather than in 
cloistered isolation by engineers at the labs in Walldorf, 
Germany. SAP’s engineering groups are now plugged into 
the sales organizations. SAP America, for instance, has 
lined up 100 customers to be “development partners” that 
actually help write code. Customers appreciate the way 
Plattner is operating. Enporion, an e-marketplace for the 
utilities industry, uses software from Commerce One and 
SAP. “I give Hasso Plattner a lot of credit,” says Michael 
Johnson, its chief information officer. “He saw he had to 
transform his company [so it could] address e-commerce 
between companies and between industries.” 

CORPORATE COOKERY. That kind of overhaul 
takes dogged persistence. Inside SAP, Plattner is like a 
chef—constantly stirring the pot. He spends about one- 
third of his work time in California, one-third on the road 
visiting customers and SAP offices, and the rest back at 
headquarters in Walldorf. At the home office, he typically 
arrives around 10 A.M., often with a new idea he wants to 
try out on his colleagues. The planned schedule usually 
gets thrown out, replaced by impromptu meetings in his 
fourth-floor office. 

While Plattner believes in obtaining consensus among 
his lieutenants, he doesn’t care how much he irritates peo¬ 


ple along the way. In fact, his confrontational style is de¬ 
liberate. “He creates stressful situations. He fuels the dis¬ 
cussions with provocative statements. Sometimes he’s 
rigid, even rude. But it’s about getting people engaged so 
they can be creative,” says Wolfgang Kemna, CEO of SAP 
America, a 13-year SAP veteran. Co-CEO Henning 
Kagermann, whom Plattner elevated to work alongside 
him in 1998, is his counterweight in the organization— 
calm and efficient. 

Since he vowed to change his ways, Plattner doesn’t try 
to do everyone else’s jobs. Kagermann, for instance, runs 
sales and finance. That’s not to say that Plattner sits back 
passively and watches how others work. He has been the 
acting CEO of SAPMarkets since it was formed. And 
Plattner personally manages the relationship with Com¬ 
merce One, making sure it doesn’t fall apart—which hap¬ 
pens to most high-tech alliances. “He’s absolutely the 
change leader at SAP,” says Jack Barr, a former top sales 
executive at SAP America who is now head of sales at 
e-commerce start-up Atlas Commerce Inc. “He’s the guy 
who saw what was happening and would drive in that di¬ 
rection.” 

With a 10 percent stake in SAP worth $4.5 billion, 
Plattner has been richly rewarded. Now he’s giving some 
of his money away to help places with big problems—in¬ 
cluding $6 million to combat AIDS in South Africa and 
$55 million to the University of Potsdam in former East 
Germany. “1 want to engage in battles and win them,” he 
says. “You have goals. Now the goal is to pass Siebel.” 

At the rate Siebel Systems is growing, though, that will 
remain an unattainable goal for a long time. But given 
Plattner’s ferocious personality, it’s unlikely he’ll give up 
trying. 

Source: BusinessWeek online, www.businessweek.com (October 23, 2001). 

Questions: 

1. SAP’s CEO (and his ego) seems to have had a huge 
role in determining the strategy over the past years. 
What have been the problems with the strategy as it 
was formulated? What could HRM’s role have been in 
influencing it? 

2. What is the new strategy? How will HRM play a role in 
its implementation? 
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Objectives 

After reading this chapter, you should be able to: 


1. Identify the three 
branches of 
government and 
the role each 
plays in 

influencing the 
legal environment 
of human resource 
management. 

2 . List the major 
federal laws that 
require equal 
employment 
opportunity and 
the protections 
provided by each 
of these laws. 


3. Discuss the roles, 
responsibilities, 
and requirements 
of the federal 
agencies 
responsible for 
enforcing equal 
employment 
opportunity laws. 

4 . Identify the four 
theories of 
discrimination 
under Title VII of 
the Civil Rights 
Act and apply 
these theories to 
different 
discrimination 
situations. 


5. Identify behavior 
that constitutes 
sexual harassment 
and list things that 
an organization 
can do to 
eliminate or 
minimize it. 

6 . Discuss the legal 
issues involved 
with preferential 
treatment 
programs. 


7 . Identify the major 
provisions of the 
Occupational 
Safety and Health 
Act (1970) and the 
rights of 
employees that 
are guaranteed by 
this act. 














Home Depot has been 
criticized for not hiring enough 
women to work as merchandise 
employees. What can Home 
Depot do to avoid complaints 
that they are gender 
stereotyping? 




Home 
Depot’s 
Bumpy Road 
to Equality 

Home Depot is the 
largest home products 
firm selling home re¬ 
pair products and 
equipment for the 
"do-it-yourselfer." 
Founded 20 years ago, 
it now boasts 100,000 
employees and more 
than 500 warehouse 
stores nationwide. The 
company's strategy for 
growth has focused 
mostly on one task: 
build more stores. In 
fact, an unwritten goal 
of Home Depot execu¬ 
tives was to position a 
store within 30 minutes 
of every customer in 


the United States. 
They've almost made 
it. In addition. Home 
Depot has tried hard 
to implement a strat¬ 
egy of providing 
superior service to its 
customers. The com¬ 
pany has prided itself 
on hiring people who 
are knowledgeable 
about home repair and 
who can teach cus¬ 
tomers how to do 
home repairs on their 
own. This strategy, 
along with blanketing 
the country with stores, 
has led to the firm's 
substantial advantage 
over competitors, in¬ 
cluding the now- 
defunct Home Quar¬ 
ters (HG) and 
still-standing Lowe's. 

But Home Depot 
has run into some legal 
problems. During the 
company's growth, a 


statistical anomaly has 
emerged. About 70 
percent of the mer¬ 
chandise employees 
(those directly involved 
in selling lumber, elec¬ 
trical supplies, 
hardware, and so forth) 
are men, whereas 
about 70 percent of 
operations employees 
(cashiers, accountants, 
back office staff, and 
so forth) are women. 
Because of this differ¬ 
ence, several years ago 
a lawsuit was filed on 
behalf of 17,000 cur¬ 
rent and former 
employees as well as 
up to 200,000 rejected 
applicants. Home 
Depot explained the 
disparity by noting that 
most female job appli¬ 
cants have experience 
as cashiers, so they are 
placed in cashier posi¬ 
tions; most male 


applicants express an 
interest or aptitude for 
home repair work such 
as carpentry or plumb¬ 
ing. However, 
attorneys argued that 
Home Depot was rein¬ 
forcing gender 
stereotyping by hiring 
in this manner. 

More recently, five 
former Home Depot 
employees sued the 
company, charging 
that it had 

discriminated against 
African American 
workers at two stores 
in southeast Florida. 
The five alleged that 
they were paid less 
than white workers, 
passed over for 
promotion, and given 
critical performance 
reviews based on race. 
"The company takes 
exception to the 
charges and believes 
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they are without 
merit," said Home 
Depot spokesman 
Jerry Shields. The 
company has faced 
other racial 
discrimination suits as 
well, including one 
filed by the Michigan 
Department of Civil 
Rights. 

To avoid such 
lawsuits in the future, 
Home Depot could 
resort to hiring and 
promoting by quota, 
ensuring an equal 
distribution of 
employees across all 
job categories- 
something that the 
company has wanted 


to avoid because it 
believes such action 
would undermine its 
competitive 
advantage. However, 
the company has taken 
steps to broaden and 
strengthen its own 
nondiscrimination 
policy by adding 
sexual orientation to 
the written policy. In 
addition, company 
president and CEO 
Bob Nardelli 
announced in the fall 
of 2001 that Home 
Depot would take 
special steps to protect 
benefits for its more 
than 500 employees 
who serve in the Army 


reserves and had been 
activated. "We will 
make up any difference 
between their Home 
Depot pay and their 
military pay if it's 
lower," said Nardelli. 
"When they come 
home [from duty], their 
jobs and their orange 
aprons are waiting for 
them." 

SOURCE: "Home Depot Says 
Thanks to America's Military; 
Extends Associates/Reservists' 
Benefits, Announces Military 
Discount," company press 
release (October 9,2001); 

S.Jaffe, "New Tricks in Home 
Depot's Toolbox?" BusinessWeek 
Online (June 5, 2001), 


1 www.bi iE i i n e S f )w q » k.com ! "HRC 
Lauds Home Depot for Adding 
Sexual Orientation to its Non- 
Discrimination Policy," Human 
Rights Campaign (May 14, 2001). 
lamitfbduJ "Former Home 
Depot Employees File Racial 
Discrimination Lawsuit," Diversity 
at Work, June 2000, 

Iwww rjivprttyatwnrk maJ 

"Michigan Officials File 
Discrimination Suit against Home 
Depot," Diversity at Work, 
February 2000, 

M. Boot, "For Plaintiffs' Lawyers, 
There's No Place Like Home 
Depot," The Waif Street Journal, 
interactive edition (February 12, 
1997). 


■•P Introduction 

In the opening chapter we discussed the environment of the HRM function, and we 
noted that several environmental factors affect an organization’s HRM function. One 
is the legal environment, particularly the laws affecting the management of people. 
As the troubles at Home Depot indicate, legal issues can cause serious problems for a 
company’s success and survival. In this chapter we first present an overview of the 
U.S. legal system, noting the different legislative bodies, regulatory agencies, and ju¬ 
dicial bodies that determine the legality of certain HRM practices. We then discuss 
the major laws and executive orders that govern these practices. 

One point to make clear at the outset is that managers often want a list of “dos and 
don’ts” that will keep them out of legal trouble. They rely on rules such as “Don’t ever 
ask a female applicant if she is married” without understanding the “why” behind 
these rules. Clearly, certain practices are illegal or inadvisable, and this chapter will 
provide some valuable tips for avoiding discrimination lawsuits. However, such lists 
are not compatible with a strategic approach to HRM and are certainly not the route 
to developing a competitive advantage. They are simply mechanical reactions to the 
situations. Our goal is to provide an understanding of how the legislative, regulatory, 
and judicial systems work to define equal employment opportunity law. Armed with 
this understanding, a manager is better prepared to manage people within the limits 
imposed by the legal system. Doing so effectively is a source of competitive advantage. 
Doing so ineffectively results in competitive disadvantage. The “Competing in the 
New Economy” box illustrates the kinds of legal problems faced by firms without HR 












The dot-com craze saw spiral¬ 
ing salaries as small start-ups 
drew workers away from large 
established firms with huge 
stock option packages that pre¬ 
sented the hope of becoming a 
millionaire quickly. However, the 
years 2000 and 2001 saw the 
dot-com bubble burst in a way 
few ever predicted. Firms that 
had lured potential employees 
with bundles of money soon 
provided pink slips instead. This 
craze demonstrated the impor¬ 
tance of having not only a valid 
business model but also sea¬ 
soned HR professionals to help 
manage the people side of the 
business. 

Whereas large firms possess 
skilled, experienced HR staff 
who have considerable knowl¬ 
edge of legal repercussions of 
various decisions, the smaller 
Internet businesses lacked this 


valuable resource. Conse¬ 
quently, when the time for 
layoffs came, they were often 
performed in ways that made 
former employees furious 
(rather than disappointed) and 
elicited a number of lawsuits. 
The most angry employees 
were those lured from secure 
old economy jobs that were left 
with no severance or other ben¬ 
efits. For example, Cynthia 
Dell'lsola left her previous em¬ 
ployer to join Foodline.com for 
a 20 percent salary increase. 
Just three weeks later the com¬ 
pany eliminated her job as part 
of a restructuring that affected 
more than 50 other employees. 

Often such shabby treatment 
results in lawsuits. Dale Hopkins 
lost her job as president of 
iwin.com during a widespread 
reduction. She filed suit against 
the company alleging she was 


fired without cause in a layoff in 
which 70 percent of those laid 
off were women. An iwin.com 
spokesperson says that she was 
let go as part of a structural lay¬ 
off, and that gender had 
nothing to do with it. However, 
when a company is struggling 
with profitability, expensive law¬ 
suits certainly present 
problems. 

As the shakeout in the new 
economy begins to stabilize, 
companies will learn from their 
mistakes and find better ways 
to manage employees in the 
bad times as well as the good. 
Experienced, knowledgeable 
HR professionals will be a re¬ 
source they can draw on to do 
this more effectively. 

SOURCE: K.J. Dunham, "When Dot-Coms 
Cut the Cord," The Wall Street Journal 
(October 17, 2000), p. B1. 


professionals and managers that understand the legal ramifications of many organiza¬ 
tional decisions. 


■•■The Legal System in the United States 

The foundation for the U.S. legal system is set forth in the U.S. Constitution, which 
affects HRM in two ways. First, it delineates a citizen’s constitutional rights, on which 
the government cannot impinge. 1 Most individuals are aware of the Bill of Rights, the 
first 10 amendments to the Constitution; but other amendments, such as the Four¬ 
teenth Amendment, also influence HRM practices. The Fourteenth Amendment, 
called the equal protection clause, states that all individuals are entitled to equal pro¬ 
tection under the law. 
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Second, the Constitution established three major governing bodies: the legislative, 
executive, and judicial branches. The Constitution explicitly defines the roles and re¬ 
sponsibilities of each of these branches. Each branch has its own areas of authority, 
but these areas have often overlapped, and the borders between the branches are 
often blurred. 


legislative Branch 

The legislative branch of the federal government consists of the House of Represen¬ 
tatives and the Senate. These bodies develop laws that govern many HRM activities. 
Most of the laws stem from a perceived societal need. For example, during the civil 
rights movement of the early 1960s, the legislative branch moved to ensure that var¬ 
ious minority groups received equal opportunities in many areas of life. One of these 
areas was employment, and thus Congress enacted Title VII of the Civil Rights Act. 
Similar perceived societal needs have brought about labor laws such as the Occupa¬ 
tional Safety and Health Act, the Employee Retirement Income Security Act, the 
Age Discrimination in Employment Act, and, more recently, the Americans with 
Disabilities Act of 1990 and the Civil Rights Act of 1991. 


Executive Branch 

The executive branch consists of the president of the United States and the many 
regulatory agencies the president oversees. Although the legislative branch passes the 
laws, the executive branch affects these laws in many ways. First, the president can 
propose bills to Congress that, if passed, would become laws. Second, the president 
has the power to veto any law passed by Congress, thus ensuring that few laws are 
passed without presidential approval—which allows the president to influence how 
laws are written. 

Third, the regulatory agencies, under the authority of the president, have respon¬ 
sibility for enforcing the laws. Thus a president can influence what types of violations 
are pursued. For example, many laws affecting employment discrimination are en¬ 
forced by the Equal Employment Opportunity Commission under the Department of 
Justice. During President Jimmy Carter’s administration, the Department of Justice 
brought a lawsuit against Birmingham, Alabama’s, fire department for not having 
enough black firefighters. This suit resulted in a consent decree that required blacks 
to receive preferential treatment in hiring and promotion decisions. Two years later, 
during Ronald Reagan’s administration, the Department of Justice sided with white 
firefighters in a lawsuit against the city of Birmingham, alleging that the preferential 
treatment required by the consent decree discriminated against white firefighters. 2 

Fourth, the president can issue executive orders, which sometimes regulate the ac¬ 
tivities of organizations that have contracts with the federal government. For exam¬ 
ple, Executive Order 11246, signed by President Lyndon Johnson, required all federal 
contractors and subcontractors to engage in affirmative action programs designed to 
hire and promote women and minorities within their organizations. Fifth, the presi¬ 
dent can influence the Supreme Court to interpret laws in certain ways. When par¬ 
ticularly sensitive cases come before the Court, the attorney general, representing the 
executive branch, argues for certain preferred outcomes. For example, one recent 
court case involved a white female schoolteacher who was laid off from her job in 
favor of retaining a black schoolteacher with equal seniority and performance with 
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the reason given as “diversity.” The white woman filed a lawsuit in federal court and 
the Bush administration filed a brief on her behalf, arguing that diversity was not a le¬ 
gitimate reason to use race in decision making. She won in federal court, and the 
school district appealed. The Clinton administration, having been elected in the 
meantime, filed a brief on behalf of the school district, arguing that diversity was a le¬ 
gitimate defense. 

Finally, the president appoints all the judges in the federal judicial system, subject 
to approval from the legislative branch. This affects the interpretation of many laws. 


Judicial Branch 

The judicial branch consists of the federal court system, which is made up of three 
levels. The first level consists of the U.S. District Courts and quasi-judicial adminis¬ 
trative agencies. The district courts hear cases involving alleged violations of federal 
laws. The quasi-judicial agencies, such as the National Labor Relations Board 
(or NLRB, which is actually an arm of the executive branch, but serves a judicial 
function), hear cases regarding their particular jurisdictions (in the NLRB’s case, dis¬ 
putes between unions and management). If neither party to a suit is satisfied with the 
decision of the court at this level, the parties can appeal the decision to the U.S. 
Courts of Appeals. These courts were originally set up to ease the Supreme Court’s 
caseload, so appeals generally go from the federal trial level to one of the 13 appellate 
courts before they can be heard by the highest level, the Supreme Court. The 
Supreme Court must grant certiorari before hearing an appealed case. However, this 
is not usually granted unless two appellate courts have come to differing decisions on 
the same point of law or if the case deals with an important interpretation of consti¬ 
tutional law. 

The Supreme Court serves as the court of final appeal. Decisions made by the 
Supreme Court are binding; they can be overturned only through legislation. For ex¬ 
ample, Congress, dissatisfied with the Supreme Court’s decisions in certain cases such 
as Wards Cove Packing v. Atonio, overturned those decisions through the Civil Rights 
Act of 1991. 3 

Having described the legal system that affects the management of HR, we now ex¬ 
plore some laws that regulate HRM activities, particularly equal employment oppor¬ 
tunity laws. We first discuss the major laws that mandate equal employment opportu¬ 
nity in the United States. Then we examine the agencies involved in enforcing these 
laws. This leads us into an examination of the four theories of discrimination, with a 
discussion of some relevant-court cases. Finally, we explore some equal employment 
opportunity issues facing today’s managers. 


■•!§ Equal Employment Opportunity 

Equal employment opportunity (EEO) refers to the government’s attempt to ensure 
that all individuals have an equal chance for employment, regardless of race, color, 
religion, sex, age, disability, or national origin. To accomplish this, the federal gov¬ 
ernment has used constitutional amendments, legislation, and executive orders, as 
well as the court decisions that interpret these laws. (However, equal employment 
laws are not the same in all countries.) The major EEO laws we discuss are summa¬ 
rized in Table 3.1. 


Equal employment 
opportunity (EEO) 

The government's 
attempt to ensure 
that all individuals 
have an equal 
opportunity for 
employment, 
regardless of race, 
color, religion, sex, 
age, disability, or 
national origin. 
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TABLE 3.1 

Summary of Major EEO Laws and Regulations 


ACT 


REQUIREMENTS 


COVERS 


ENFORCEMENT 

AGENCY 


!T?»irteenth Amendment 
Fourteenth Amendment 


Civil Rights Acts (CRAs) 
of 1866 and 1871 (as 
amended) 


Equal Pay Act of 1963 


Title VII of CRA 

■■■■■ - 

■;# 4 ' 'pf' -H 
; ";|:' 

Age Discrimination in 
Employment Act of 
1967 


ndment Abolished slavery 

andment Provides equal protection 

for all citizens and requires 
due process in state action 
s (CRAs) Grants all citizens the right 

71 (as to make, perform, modify, 

and terminate contracts 
and enjoy all benefits, 
terms, and conditions of 
the contractual relationship 
if 1963 Requires that men and 

women performing equal 
jobs receive equal pay 
Forbids discrimination 
based on race, color; 
«jBgion. sex, o, n.tion.1 

A- # 

:ion in Prohibits discrimination in 

:t of employment against 

individuals 40 years of age 
and older 


All individuals 
State actions (e.g., 
decisions of government 
organizations) 

All individuals 


Court system 
Court system 


Rehabilitation Act of Requires affirmative action 


Americans with 
Disabilities Act of 1990 


Executive Order 11246 


Prohibits discrimination 
against individuals with 
disabilities 

Requires affirmative action 
in hiring women and 
minorities 


Civil Rights Act of 1991 Prohibits discrimination 

(same as Title VII) 



Court system 


■'* # 
0 If; :§r | 'if If 

4% ■Hf* c^rit 4t ; ;;J>i 

Employers engaged in 
interstate commerce 

Employers with 15 or more 
employees working 20 or 
more weeks per year; labor 
unions; and employment 
agencies 

Employers with 15 or more 
employees working 20 or 
more weeks per year; labor 
unions; employment 
agencies; federal 
government 
Government agencies; 
federal contractors and 
subcontractors with 
contracts greater than 
$2,500 

Employers with more than 
15 employees 

Federal contractors and 
subcontractors with 
contracts greater than 
$10,000 

Same as Title VII, plus 
applies Section 1981 to 
employment discrimination 


EEOC 


EEOC 


OFCCP 


OFCCP 


EEOC 
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Constitutional Amendments 
Thirteenth Amendment 

The Thirteenth Amendment of the Constitution abolished slavery in the United 
States. Though one might be hard-pressed to cite an example of race-based slavery in 
the United States today, the Thirteenth Amendment has been applied in cases where 
the discrimination involved the “badges” (symbols) and “incidents” of slavery. 


Fourteenth Amendment 

The Fourteenth Amendment forbids the states from taking life, liberty, or property 
without due process of law and prevents the states from denying equal protection of 
the laws. Passed immediately after the Civil War, this amendment originally applied 
only to discrimination against blacks. It was soon broadened to protect other groups 
such as aliens and Asian-Americans, and more recently it has been applied to the pro¬ 
tection of whites in allegations of reverse discrimination. In Bakke v. California Board 
of Regents, Alan Bakke alleged that he had been discriminated against in the selec¬ 
tion of entrants to the University of California at Davis medical school. 4 The uni¬ 
versity had set aside 16 of the available 100 places for “disadvantaged” applicants who 
were members of racial minority groups. Under this quota system, Bakke was able to 
compete for only 84 positions, whereas a minority applicant was able to compete for 
all 100. The court ruled in favor of Bakke, noting that this quota system had violated 
white individuals’ right to equal protection under the law. 

One important point regarding the Fourteenth Amendment is that it is applicable 
only to “state actions.” This means that only the decisions or actions of the govern¬ 
ment or of private groups whose activities are deemed state actions can be construed 
as violations of the Fourteenth Amendment. Thus, one could file a claim under the 
Fourteenth Amendment if one were fired from a state university (a government or¬ 
ganization) but not if one were fired by a private employer. 


Congressional Legislation 

The Reconstruction Civil Rights Acts (1866 and 1871) 

The Thirteenth Amendment eradicated slavery in the United States, and the Re¬ 
construction Civil Rights Acts were attempts to further this goal. The Civil Rights 
Act passed in 1866 was later broken into two statutes. Section 1982 granted all per¬ 
sons the same property rights as white citizens. Section 1981 granted other rights, in¬ 
cluding the right to enter into and enforce contracts. Courts have interpreted Section 
1981 as granting individuals the right to make and enforce employment contracts. 
The Civil Rights Act of 1871 granted all citizens the right to sue in federal court if 
they felt they had been deprived of some civil right. Although these laws might seem 
outdated, they are still used because they allow the plaintiff to recover both compen¬ 
satory and punitive damages. 

In fact, these laws came to the forefront in a Supreme Court case: Patterson v. 
McClean Credit Union. 5 The plaintiff had filed a discrimination complaint under 
Section 1981 for racial harassment. After being hired by McClean Credit Union, Pat¬ 
terson failed to receive any promotions or pay raises while she was employed there. 
She was also told that “blacks work slower than whites.” Thus she had grounds to 
prove discrimination and filed suit under Section 1981, arguing that she had been 
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discriminated against in the making and enforcement of an employment contract. 
The Supreme Court ruled that this situation did not fall under Section 1981 because 
it did not involve the making and enforcement of contracts. However, the Civil 
Rights Act of 1991 amended this act to include the making, performance, modifica¬ 
tion, and termination of contracts, as well as all benefits, privileges, terms, and con¬ 
ditions of the contractual relationship. 


The Equal Pay Act of 1963 

The Equal Pay Act, an amendment to the Fair Labor Standards Act, requires that 
men and women in the same organization who are doing equal work must be paid 
equally. The act defines equal in terms of skill, effort, responsibility, and working 
conditions. However, the act allows for reasons why men and women performing 
the same job might be paid differently. If the pay differences are the result of differ¬ 
ences in seniority, merit, quantity or quality of production, or any factor other than 
sex (such as shift differentials or training programs), then differences are legally 
allowable. 


Title Vfl of the Civil Rights Act of 1964 

This is the major legislation regulating equal employment opportunity in the United 
States. It was a direct result of the civil rights movement of the early 1960s, led by 
such individuals as Dr. Martin Luther King, Jr. It was Dr. King's philosophy that peo¬ 
ple should "not be judged by the color of their skin but by the content of their char¬ 
acter." To ensure that employment opportunities would be based on character or abil¬ 
ity rather than on race. Congress wrote and passed Title VII, which President Lyndon 
Johnson signed into law. 

Title VII states that it is illegal for an employer to "( 1) fail or refuse to hire or dis¬ 
charge any individual, or otherwise discriminate against any individual with respect 
to his compensation, terms, conditions, or privileges of employment because of such 
individual's race, color, religion, sex, or national origin, or (2) to limit, segregate, or 
classify his employees or applicants for employment in any way that would deprive or 
tend to deprive any individual of employment opportunities or otherwise adversely af¬ 
fect his status as an employee because of such individual's race, color, religion, sex, or 
national origin." The act applies to organizations with 15 or more employees working 
20 or more weeks a year that are involved in interstate commerce, as well as state and 
local governments, employment agencies, and labor organizations. 


Age Discrimination in Employment Act (ADEA) 

Passed in 1967 and amended in 1986, this act prohibits discrimination against em¬ 
ployees over the age of 40. The act almost exactly mirrors Title VII in terms of its sub¬ 
stantive provisions and the procedures to be followed in pursuing a case. 6 As with 
Title VII, the EEOC is responsible for enforcing this act. 

The ADEA was designed to protect older employees when a firm reduces its work¬ 
force through layoffs. By targeting older employees, who tend to have higher pay, a 
firm can substantially cut labor costs. Recently, firms have often offered early retire¬ 
ment incentives, a possible violation of the act because of the focus on older em¬ 
ployees. Early retirement incentives require employees to sign an agreement waiving 
their rights to sue under the ADEA. Courts have tended to uphold the use of early 
retirement incentives and waivers as long as the individuals were not coerced into 
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FIGURE 3.1 


Age Discrimination Complaints, 1991-2000 



SOURCE: Equal Employment Opportunity Commission. 


signing the agreements, the agreements were presented in a way that the employees 
could understand, and the employees were given enough time to make a decision.7 

However, age discrimination complaints make up a large percentage of the com¬ 
plaints filed with the Equal Employment Opportunity Commission, and the number 
of complaints continues to grow whenever the economy is slow. For example, as we 
see in Figure 3.1. the cases increased during the early 1990s when many firms were 
downsizing, but the number of cases decreased as the economy expanded. This often 
stems from firms seeking to layoff older (and thus higher-paid) employees when they 
are downsizing. These cases can be costly; most cases are settled out of court, but 
such settlements run from $50,000 to $400,000 per employee. 8 In one recent case 
Schering-Plough fired 35-year employee Fred Maiorino after he twice failed to accept 
an early retirement offer made to all sales representatives. After hearing testimony 
that Maiorino's boss had plastered his file with negative paperwork aimed at firing 
him, rather than trying to help him improve his performance, the jurors unanimously 
decided he had been discriminated against because of his age. They awarded him 
$435,000 in compensatory damages and $8 million in punitive damages. 9 

In today's environment where firms are seeking talented individuals to execute 
their business models, older'employees can be a tremendous pool of potential re¬ 
sources. The "Competing through High-Performance Work Systems" box illustrates 
how one firm has tapped the skill and experience of older workers to gain competi¬ 
tive advantage. 

The Vocational Rehabilitation Act of 1973 

This act covers executive agencies and contractors and subcontractors that receive 
more than $2,500 annually from the federal government. It requires them to engage 
in affirmative action for individuals with disabilities. Congress designed this act to en¬ 
courage employers to actively recruit qualified individuals with disabilities and to 
make reasonable accommodations to allow them to become active members of the 
labor market. The Employment Standards Administration of the Department of 
Eabor enforces this act. 






















COMPETING 

THROUGH 

HIGH- 

PERFORMANCE 
WORK SYSTEMS 


Borme Bell Beverages 
Seniors in the Talent Wars 


Finding and Keeping the 
Best Employees 

In 1996 Bonne Bell, the maker 
of a number of cosmetics popu¬ 
lar among teenage girls, faced 
a tight labor market and a 
strong growth in demand for its 
products in Canada. Jess Bell, 
the president and son of the 
founder, had an epiphany. 

Being 76 years old himself, he 
■ increasingly felt that working 
with younger people made him 
feel self-conscious about his 
own ability to keep pace. So he 
created an entire production 
department of older workers. 

He figured that having a line 
comprised entirely of older 
workers would allow them to 
compete at their own level, 
rather than against those much 
younger and more energetic. 

He also thought older workers 
would not necessarily want to 
listen to either the conversa¬ 
tions or the music of 20-year- 
olds. Juliana Carlton, 65, super¬ 


vises eight employees on the and the oldest just turned 90. 
line and notes, "I raised my Each worker has his or her 

kids. It's my turn to be with own reasons for working. Some 

people my own age group. We workers need the extra $600 a 
can talk to each other. We don't month to pay bills. Some need 
have to compete." the money to help take care of 

The experiment began with their parents. But for others, 
taking three older packaging working provides a sense of 
machines and two conveyors connection and self-esteem, 
out of storage so as not to in- Many are mothers who are not 
vest much in new equipment in as integral to their grown chil- 

case the idea did not work. The dren's lives as they once were, 

senior workers tend to have Mrs. Carlton states, "Instead of 
more flexible hours to adapt to sitting around, I wanted to do 
many of the aches and pains something with my life." . K ' 
that accompany growing old. So far, this experiment has 

The employees listen to oldies been a success. The group has 
like Frank Sinatra while they saved the company more than 

work. The department began $1 million since it was launched 

with 16 people but has now while meeting shipment goals 
grown to 50 workers on each and experiencing almost zero 

shift. Pay starts at $7.50 an hour turnover. ’ * n 

and moves to $8 after a year. SOURCE: c Ansfe< ^ ,| onne w Retires 
The workers get 72 hours of Stereotypes with Seniors-Only Department," 

paid time off but no health care The Wal1 street Journal (February 5, 2001), 

coverage, which helps keep p ' 

costs down. The average age of 
the assembly line workers is 70, 


Vietnam Era Veteran’s Readjustment Act of 1974 

Similar to the Rehabilitation Act, this act requires federal contractors and subcon¬ 
tractors to take affirmative action toward employing Vietnam veterans (those serving 
between August 5, 1964, and May 7, 1975). The Office of Federal Contract Compli¬ 
ance Procedures, discussed later in this chapter, has authority to enforce this act. 

Civil Rights Act of 1991 

The Civil Rights Act of 1991 (CRA 1991) amends Title Vll of the Civil Rights Act 
of 1964, Section 1981 of the Civil Rights Act of 1866, the Americans with Disabili¬ 
ties Act, and the Age Discrimination in Employment Act ot 1967. One major change 
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EMPLOYER SIZE 


DAMAGE LIMIT 


14 to 100 employees 
101 to 200 employees 
201 to 500 employees 
More than 500 employees 


$ 50,000 
100,000 
200,000 
300,000 


TABLE 3,2 

Maximum Punitive 
Damages Allowed 
under the Civil 
Rights Act of 1991 


in EEO law under CRA 1991 has been the addition of compensatory and punitive 
damages in cases of discrimination under Title VII and the Americans with Disabili¬ 
ties Act. Before CRA 1991, Title VII limited damage claims to equitable relief such 
as back pay, lost benefits, front pay in some cases, and attorney’s fees and costs. CRA 
1991 allows compensatory and punitive damages when intentional or reckless dis¬ 
crimination is proven. Compensatory damages include such things as future pecu¬ 
niary loss, emotional pain, suffering, and loss of enjoyment of life. Punitive damages 
are meant to discourage employers from discriminating by providing for payments to 
the plaintiff beyond the actual damages suffered. 

Recognizing that one or a few discrimination cases could put an organization 
out of business, thus adversely affecting many innocent employees, Congress has put 
limits on the amount of punitive damages. Table 3.2 depicts these limits. As can be 
seen, damages range from $50,000 to $300,000 per violation, depending on the size 
of the organization. Punitive damages are available only if the employer intentionally 
discriminated against the plaintiff(s) or if the employer discriminated with malice 
or reckless indifference to the employee’s federally protected rights. These damages 
are excluded for an employment practice held to be unlawful because of its disparate 
impact. 10 

The addition of damages to CRA 1991 has had two immediate effects. First, by in¬ 
creasing the potential payoff for a successful discrimination suit, it has increased the 
number of suits filed against businesses. Second, organizations are now more likely to 
grant all employees an equal opportunity for employment, regardless of their race, 
gender, religion, or national origin. Many organizations have felt the need to make 
the composition of their workforce mirror the general population to avoid costly law¬ 
suits. This act adds a financial incentive for doing so. 


Americans with Disabilities Act (ADA) of 1990 

One of the most far-reaching acts concerning the management of human resources is 
the Americans with Disabilities Act. This act protects individuals with disabilities 
from being discriminated against in the workplace. It prohibits discrimination based 
on disability in all employment practices such as job application procedures, hiring, 
firing, promotions, compensation, and training—in addition to other employment ac¬ 
tivities such as advertising, recruitment, tenure, layoff, leave, and fringe benefits. Be¬ 
cause this act is so new, we will cover its various stipulations individually. 

The ADA defines a disability as a physical or mental impairment that substantially 
limits one or more major life activities, a record of having such an impairment, 
or being regarded as having such an impairment. The first part of the definition refers 
to individuals who have serious disabilities—such as epilepsy, blindness, deafness, 
or paralysis—that affect their ability to perform major life activities such as walking, 


Americans with 
Disabilities Act 
(ADA) of 1990 

A 1990 act 
prohibiting 
individuals with 
disabilities from 
being discriminated 
against in the 
workplace. 
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seeing, performing manual tasks, learning, caring for oneself, and working. The sec¬ 
ond part refers to individuals who have a history of disability, such as someone who 
has had cancer but is currently in remission, someone with a history of mental illness, 
and someone with a history of heart disease. The third part of the definition, "being 
regarded as having a disability," refers, for example, to an individual who is severely 
disfigured and is denied employment because an employer fears negative reactions 
from others, i i 

Thus the ADA covers specific physiological disabilities such as cosmetic disfigure¬ 
ment and anatomical loss affecting the neurological, musculoskeletal, sensory, respi¬ 
ratory, cardiovascular, reproductive, digestive, genitourinary, hemic, or lymphatic sys¬ 
tems. In addition, it covers mental and psychological disorders such as mental 
retardation, organic brain syndrome, emotional or mental illness, and learning dis¬ 
abilities. However, conditions such as obesity, substance abuse, eye and hair color, and 
lefthandedness are not covered. 12 


Executive Orders 

Executive orders are directives issued and amended unilaterally by the president. 
These orders do not require congressional approval, yet they have the force of law. 
Two executive orders directly affect HRM. 

Executive Order 11246 

President Johnson issued this executive order, which prohibits discrimination based 
on race, color, religion, sex, and national origin. Unlike Title VII, this order applies 
only to federal contractors and subcontractors. Employers receiving more than 
$10,000 from the federal government must take affirmative action to ensure against 
discrimination, and those with contracts greater than $50,000 must develop a writ¬ 
ten affirmative action plan for each of their establishments within 120 days of the be¬ 
ginning of the contract. The Office of Federal Contract Compliance Procedures en¬ 
forces this executive order. 

Executive Order 11478 

President Richard M. Nixon issued this order, which requires the federal government 
to base all its employment policies on merit and fitness, and specifies that race, color, 
sex, religion, and national origin should not be considered. (The U.S. Office of Per¬ 
sonnel Management is in charge of this.) The order also extends to all contractors 
and subcontractors doing $10,000 worth of business with the federal government. 
(The relevant government agencies have the responsibility to ensure that the con¬ 
tractors and subcontractors comply with the order.) 


■•Iff Enforcement of Equal Employment 
Opportunity 

As discussed previously, the executive branch of the federal government bears most 
of the responsibility for enforcing all EEO laws passed by the legislative branch. In ad¬ 
dition, the executive branch must enforce the executive orders issued by the presi¬ 
dent. The two agencies responsible for the enforcement of these laws and executive 
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orders are the Equal Employment Opportunity Commission and the Office of Federal 
Contract Compliance Procedures, respectively. 


Equal Employment Opportunity Commission (EEOC) 

An independent federal agency, the EEOC is responsible for enforcing most of the 
EEO laws, such as Title VII, the Equal Pay Act, and the Americans with Disabilities 
Act. The EEOC has three major responsibilities: investigating and resolving discrim¬ 
ination complaints, gathering information, and issuing guidelines. 


Investigation and Resolution 

Individuals who feel they have been discriminated against must file a complaint with 
the EEOC or a similar state agency within 180 days of the incident. Failure to file a 
complaint within the 180 days results in the case’s being dismissed immediately, with 
certain exceptions, such as the enactment of a seniority system that has an inten¬ 
tionally discriminatory purpose. 

Once the complaint is filed, the EEOC takes responsibility for investigating the 
claim of discrimination. The complainant must give the EEOC 60 days to investigate 
the complaint. If the EEOC either does not believe the complaint to be valid or fails 
to complete the investigation, the complainant may sue in federal court. If the EEOC 
determines that discrimination has taken place, its representatives will attempt to 
provide a reconciliation between the two parties without burdening the court system 
with a lawsuit. Sometimes the EEOC enters into a consent decree with the discrimi¬ 
nating organization. This decree is an agreement between the agency and the organ¬ 
ization that the organization will cease certain discriminatory practices and possibly 
institute additional affirmative action practices to rectify its history of discrimination. 

If the EEOC cannot come to an agreement with the organization, there are two 
options. First, it can issue a “right to sue” letter to the alleged victim, which certifies 
that the agency has investigated and found validity in the victim’s allegations. Sec¬ 
ond, although less likely, the agency may aid the alleged victim in bringing suit in fed¬ 
eral court. 


Equal Employment 
Opportunity 
Commission 
(EEOC) 

The government 
commission to 
ensure that all 
individuals have an 
equal opportunity 
for employment, 
regardless of race, 
color, religion, sex, 
age, disability, or 
national origin. 


Information Gathering 

The EEOC also plays a role in monitoring the hiring practices of organizations. Each 
year organizations with 100 or more employees must file a report (EEO-1) with the 
EEOC that provides the number of women and minorities employed in nine different 
job categories. The EEOC computer analyzes these reports to identify patterns of dis¬ 
crimination that can then be attacked through class-action suits. 


Issuance of Guidelines 

A third responsibility of the EEOC is to issue guidelines that help employers deter¬ 
mine when their decisions are violations of the laws enforced by the EEOC. These 
guidelines are not laws themselves, but the courts give great deference to them when 
hearing employment discrimination cases. 

For example, the Uniform Guidelines on Employee Selection Procedures is a set of 
guidelines issued by the EEOC, the Department of Labor, the Department of Justice, 
and the U.S. Civil Service Commission. 13 This document provides guidance on the 
ways an organization should develop and administer selection systems so as not to 
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violate Title VII. The courts often refer to the Uniform Guidelines to determine 
whether a company has engaged in discriminatory conduct or to determine the va¬ 
lidity of the procedures it used to validate a selection system. Another example: Since 
the passage of the ADA, employers have been somewhat confused about the act’s im¬ 
plications for their hiring procedures. Therefore, the EEOC issued guidelines in the 
Federal Register that provided more detailed information regarding what the agency 
will consider legal and illegal employment practices concerning disabled individuals. 
Although companies are well advised to follow these guidelines, it is possible that 
courts will interpret the ADA differently from the EEOC. Thus, through the issuance 
of guidelines the EEOC gives employers directions for making employment decisions 
that do not conflict with existing laws. 


Utilization analysis 

A comparison of the 
race, sex, and ethnic 
composition of an 
employer's 
workforce with that 
of the available 
labor supply. 


Goals and 
timetables 

The part of a written 
affirmative action 
plan that specifies 
the percentage of 
women and 
minorities that an 
employer seeks to 
have in each job 
group and the date 
by which that 
percentage is to be 
attained. 


Action steps 

The written 
affirmative plan that 
specifies what an 
employer plans to 
do to reduce 
underutilization of 
protected groups. 


Office of Federal Contract Compliance Programs (OFCCP) 

The OFCCP is the agency responsible for enforcing the executive orders that cover 
companies doing business with the federal government. Businesses with contracts for 
more than $50,000 cannot discriminate in employment based on race, color, religion, 
national origin, or sex, and they must have a written affirmative action plan on file. 

These plans have three basic components. 14 First, the utilization analysis com¬ 
pares the race, sex, and ethnic composition of the employer’s workforce with that of 
the available labor supply. For each job group, the employer must identify the per¬ 
centage of its workforce with that characteristic (female, for example) and identify 
the percentage of workers in the relevant labor market with that characteristic. If the 
percentage in the employer’s workforce is much less than the percentage in the com¬ 
parison group, then that minority group is considered to be “underutilized.” 

Second, the employer must develop specific goals and timetables for achieving 
balance in the workforce concerning these characteristics (particularly where under¬ 
utilization exists). Goals and timetables specify the percentage of women and mi¬ 
norities that the employer seeks to have in each job group and the date by which that 
percentage is to be attained. These are not to be viewed as quotas, which entail set¬ 
ting aside a specific number of positions to be filled only by members of the protected 
class. Goals and timetables are much more flexible, requiring only that the employer 
have specific goals and take steps to achieve those goals. In fact, one study that ex¬ 
amined companies with the goal of increasing black employment found that only 10 
percent of them actually achieved their goals. Although this may sound discourag- 
ingly low, it is important to note that these companies increased their black employ¬ 
ment more than companies that set no such goals. 15 

Third, employers with federal contracts must develop a list of action steps they 
will take toward attaining their goals to reduce underutilization. The company’s CEO 
must make it clear to the entire organization that the company is committed to re¬ 
ducing underutilization, and all management levels must be involved in the planning 
process. For example, organizations can communicate job openings to women and mi¬ 
norities through publishing the company’s affirmative action policy, recruiting at pre¬ 
dominantly female or minority schools, participating in programs designed to increase 
employment opportunities for underemployed groups, and removing unnecessary bar¬ 
riers to employment. Organizations must also take affirmative steps toward hiring 
Vietnam veterans and individuals with disabilities. 

The OFCCP annually audits government contractors to ensure that they actively 
pursue the goals in their plans. These audits consist of (1) examining the company’s 
affirmative action plan and (2) conducting on-site visits to examine how individual 
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employees perceive the company’s affirmative action policies. If the OFCCP finds 
that the contractors or subcontractors are not complying with the executive order, 
then its representatives may notify the EEOC (if there is evidence that Title VII has 
been violated), advise the Department of Justice to institute criminal proceedings, re- 
quest that the Secretary of Labor cancel or suspend any current contracts, and forbid 
the firm from bidding on future contracts. This last penalty, called debarment, is the 
OFCCP’s most potent weapon. 

Having discussed the major laws defining equal employment opportunity and the 
agencies that enforce these laws, we now address the various types of discrimination 
and the ways these forms of discrimination have been interpreted by the courts in a 
number of cases. 


Types of Discrimination 

How would you know if you had been discriminated against? Assume that you have 
applied for a job and were not hired. How do you know if the organization decided 
not to hire you because you are unqualified, because you are less qualified than the 
individual ultimately hired, or simply because the person in charge of the hiring 
decision “didn’t like your type”? Discrimination is a multifaceted issue. It is often not 
easy to determine the extent to which unfair discrimination affects an employer’s 
decisions. 

Legal scholars have identified three theories of discrimination: disparate treat¬ 
ment, disparate impact, and reasonable accommodation. In addition, there is protec¬ 
tion for those participating in discrimination cases or opposing discriminatory ac¬ 
tions. In the act, these theories are stated in very general terms. However, the court 
system has defined and delineated these theories through the cases brought before it. 
A comparison of the theories of discrimination is given in Table 3.3. 


Disparate Treatment 

Disparate treatment exists when individuals in similar situations are treated differ¬ 
ently and the different treatment is based on the individual’s race, color, religion, sex, 
national origin, age, or disability status. If two people with the same qualifications 
apply for a job and the employer decides whom to hire based on one individual’s race, 
the individual not hired is a victim of disparate treatment. In the disparate treatment 
case the plaintiff must prove that there was a discriminatory motive—that is, that the 
employer intended to discriminate. 

Whenever individuals are treated differently because of their race, sex, or the like, 
there is disparate treatment. For example, if a company fails to hire women with 
school-age children (claiming the women will be frequently absent) but hires men 
with school-age children, the applicants are being treated differently based on sex. 
Another example would be an employer who checks the references and investigates 
the conviction records of minority applicants but does not do so for white applicants. 
Why are managers advised not to ask about marital status? Because in most cases, a 
manager will either ask only the female applicants or, if the manager asks both males 
and females, he or she will make different assumptions about females (such as “She 
will have to move if her husband gets a job elsewhere”) and males (such as “He’s very 
stable”). In all these examples, notice that (1) people are being treated differently and 
(2) there is an actual intent to treat them differently. 16 


Disparate 

treatment 

A theory of 
discrimination based 
on different 
treatments given to 
individuals because 
of their race, color, 
religion, sex, 
national origin, age, 
or disability status. 
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TABLE 3.3 


Comparison of Discrimination Theories 


TYPES OF 

DISCRIMINATION DISPARATE TREATMENT DISPARATE IMPACT 


REASONABLE 

ACCOMMODATION 


3Row intent? 
Prima facie case 


Employer's 

defense 


Plaintiff's rebuttal 




Yes 

Individual is member of 
a protected group, was 
qualified for the job, and 
was turned down for the 
job, and the job 
remained open 
Produce a legitimate, 
nondiscriminatory reason 
for the employment 
decision or show bona 



fid® occupational 


Reason offered was 
merely a "pretext" for 
discrimination 

Compensatory and 
punitive dSnriages 


Statistical disparity in 
the effects of a facially 
neutral employment 
practice 


Prove that the 
' employment practice , | 
bears a manifest 
relationship with job 
performance 

- ■ 

Alternative procedures 
exist that meet the 
employer's goal without 
having disparate impact 
Equitable relief (e.g., 
back pay) 


Yes 

Individual has a belief or 
disability, provided the 
employer with notice (request 
to accommodate), and was 
adversely affected by a failure 
to be accommodated 
Job-relatedness and business 
necessity, undue hardship, or 
direct threat to health or 
safety 


....' . 


was 

failed to show good faith 
efforts to accommodate) 



To understand how disparate treatment is applied in the law, let’s look at how an 
actual court case, filed under disparate treatment, would proceed. 

The Plaintiffs Burden 

As in any legal case, the plaintiff has the burden of proving that the defendant has 
committed an illegal act. This is the idea of a "prima facie" case. In a disparate treat¬ 
ment case, the plaintiff meets the prima facie burden by showing four things: 

1. The plaintiff belongs to a protected group. 

2. The plaintiff applied for and was qualified for the job. 

3. Despite possessing the qualifications, the plaintiff was rejected. 

4. After the plaintiff was rejected, the position remained open and the employer 
continued to seek applicants with similar qualifications, or the position was filled 
by someone with similar qualifications. 

Although these four things may seem easy to prove, it is important to note that 
what the court is trying to do is rule out the most obvious reasons for rejecting the 
plaintiffs claim (for example, the plaintiff did not apply or was not qualified, or the 
position was already filled or had been eliminated). If these alternative explanations 
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are ruled out, the court assumes that the hiring decision was based on a discrimina¬ 
tory motive. 


The Defendant’s Rebuttal 

Once the plaintiff has made the prima facie case for discrimination, the burden shifts 
to the defendant. The burden is different depending on whether the prima facie case 
presents only circumstantial evidence (there is no direct evidence of discrimination 
such as a formal policy to discriminate, but rather discriminatory intent must be in¬ 
ferred) or direct evidence (a formal policy of discrimination for some perceived legit¬ 
imate reason). In cases of circumstantial evidence, the defendant simply must pro¬ 
duce a legitimate, nondiscriminatory reason, such as that, although the plaintiff was 
qualified, the individual hired was more qualified. 

However, in cases where direct evidence exists, such as a formal policy of hiring 
only women for waitress jobs because the business is aimed at catering to male cus¬ 
tomers, then the defendant is more likely to offer a different defense. This defense ar¬ 
gues that for this job, a factor such as race, sex, or religion was a bona fide occupa¬ 
tional qualification (BFOQ). For example, if one were hiring an individual to hand 
out towels in a women’s locker room, being a woman might be a BFOQ. However, 
there are very few cases in which race or sex qualify as a BFOQ, and in these cases it 
must be a necessary, rather than simply a preferred, characteristic of the job. 

UAW v. Johnson Controls, Inc., illustrates the difficulty in using a BFOQ as a de¬ 
fense. 17 Johnson Controls, a manufacturer of car batteries, had instituted a “fetal pro¬ 
tection” policy that excluded women of childbearing age from a number of jobs in 
which they would be exposed to lead, which can cause birth defects in children. The 
company argued that sex was a BFOQ essential to maintaining a safe workplace. The 
Supreme Court did not uphold the company’s policy, arguing that BFOQs are limited 
to policies that are directly related to a worker’s ability to do the job. 


Bona fide 
occupational 
qualification 
(BFOQ) 

A job qualification 
based on race, sex, 
religion, and so on 
that an employer 
asserts is a 
necessary 

qualification for the 
job. 


The Plaintiffs Rebuttal 

If the defendant provides a legitimate, nondiscriminatory reason for its employment 
decision, the burden shifts back to the plaintiff. The plaintiff must now show that the 
reason offered by the defendant was not in fact the reason for its decision but merely 
a “pretext” or excuse for its actual discriminatory decision. This could entail provid¬ 
ing evidence that white applicants with very similar qualifications to the plaintiff 
have often been hired while black applicants with very similar qualifications were all 
rejected. To illustrate disparate treatment, let’s look at the first major case dealing 
with disparate treatment, McDonnell Douglas Corp. v. Green. 

McDonnell Douglas Corp. v. Qreen. This Supreme Court case was the first to de¬ 
lineate the four criteria for a prima facie case of discrimination. From 1956 to 1964, 
Green had been an employee at McDonnell Douglas, a manufacturing plant in St. 
Louis, Missouri, that employed about 30,000 people. In 1964 he was laid off during a 
general workforce reduction. While unemployed, he participated in some activities 
that the company undoubtedly frowned upon: a “lock-in,” where he and others placed 
a chain and padlock on the front door of a building to prevent the employees from 
leaving; and a “stall-in,” where a group of employees stalled their cars at the gates of 
the plant so that no one could enter or leave the parking lot. About three weeks after 
the lock-in, McDonnell Douglas advertised for qualified mechanics, Green’s trade, 
and he reapplied. When the company rejected his application, he sued, arguing that 
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the company didn't hire him because of his race and because of his persistent in¬ 
volvement in the civil rights movement. 

In making his prima facie case. Green had no problem showing that he was a 
member of a protected group, that he had applied for and was qualified for the job 
(having already worked in the job), that he was rejected, and that the company con¬ 
tinued to advertise the position. The company's defense was that the plaintiff was not 
hired because he participated in the lock-in and the stall-in. In other words, the com¬ 
pany was merely refusing to hire a troublemaker. 

The plaintiff responded that the company's stated reason for not hiring him was a 
pretext for discrimination. He pointed out that white employees who had partici¬ 
pated in the same activities (the lock-in and stall-in) were rehired, whereas he was 
not. The court found in favor of the plaintiff. 

This case illustrates how similarly situated individuals (white and black) can be 
treated differently (whites were hired back whereas blacks were not) with the differ¬ 
ences in treatment based on race. As we discuss later, most plaintiffs bring cases of 
sexual harassment under this theory of discrimination, sexual harassment being a sit¬ 
uation where individuals are treated differently because of their sex. 


Disparate Impact 

A theory of 
discrimination based 
on facially neutral 
employment 

practices that 
disproportionately 
exclude a protected 

group from 

employment 

opportunities. 


Mixed-Motive Cases 

In a mixed-motive case, the defendant acknowledges that some discriminatory 
motive existed but argues that the same hiring decision would have been reached 
even without the discriminatory motive. In Hopkins v. Price Waterhouse, Elizabeth 
Hopkins was an accountant who had applied for partnership in her firm. Although 
she had brought in a large amount of business and had received high praise from her 
clients, she was turned down for a partnership on two separate occasions. In her per¬ 
formance reviews, she had been told to adopt more feminine dress and speech and re¬ 
ceived many other comments that suggested gender-based stereotypes. In court, the 
company admitted that a sex-based stereotype existed but argued that it would have 
come to the same decision (not promoted Hopkins) even if the stereotype had not 
existed. 

One of the main questions that came out of this case was. Who has the burden of 
proof? Does the plaintiff have to prove that a different decision would have been 
made (that Hopkins would have been promoted) in the absence of the discriminatory 
motive? Or does the defendant have to prove that the same decision would have been 
made? 

According to CRA 1991, if the plaintiff demonstrates that race, sex, color, reli¬ 
gion, or national origin was a motivating factor for any employment practice, the 
prima facie burden has been met, and the burden of proof is on the employer to 
demonstrate that the same decision would have been made even if the discriminatory 
motive had not been present. If the employer can do this, the plaintiff cannot collect 
compensatory or punitive damages. However, the court may order the employer to 
quit using the discriminatory motive in its future employment decisions. 


Disparate Impact 

The second type of discrimination is called disparate impact. It occurs when a facially 
neutral employment practice disproportionately excludes a protected group from em¬ 
ployment opportunities. A facially neutral employment practice is one that lacks ob¬ 
vious discriminatory content yet affects one group to a greater extent than other 
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groups, such as an employment test. Although the Supreme Court inferred disparate 
impact from Title VII in the Griggs v. Duke Power case, it has since been codified into 
the Civil Rights Act of 1991. 

There is an important distinction between disparate impact and disparate treat¬ 
ment discrimination. For there to be discrimination under disparate treatment, there 
has to be intentional discrimination. Under disparate impact, intent is irrelevant. 
The important criterion is that the consequences of the employment practice are dis¬ 
criminatory. 

For example, if, for some practical reason, you hired individuals based on their 
height, you may not have intended to discriminate against anyone, and yet using 
height would have a disproportionate impact on certain protected groups. Women 
tend to be shorter than men, so fewer women will be hired. Certain ethnic groups, 
such as those of Asian ancestry, also tend to be shorter than those of European an¬ 
cestry. Thus, your facially neutral employment practice will have a disparate impact 
on certain protected groups. 

This is not to imply that simply because a selection practice has disparate impact, 
it is necessarily illegal. Some characteristics (such as height) are not equally distrib¬ 
uted across race and gender groups; however, the important question is whether the 
characteristic is related to successful performance on the job. To help you understand 
how disparate impact works, let's look at a court proceeding involving a disparate im¬ 
pact claim. 


The Plaintiffs Burden 

In a disparate impact case, the plamtiff must make the pnma facie case by showmg 
that the employment practice in question disproportionately affects a protected group 
relative to the majority group. To illustrate this theory, let's assume that you are a 
manager who has 60 positions to fill. Your applicant pool has 80 white and 40 black 
applicants. You use a test that selects 48 of the white and 12 of the black applicants. 

Is this a disparate impact? Two alternative quantitative analyses are often used to de¬ 
termine whether a test has adverse impact. 

The four.fifths rule states that a test has disparate impact if the hiring rate for the 
minority group is less than four-fifths (or 80 percent) of the hiring rate for the major¬ 
ity group. Applying this analysis to the preceding example, we would first calculate 
the hiring rates for each group: 


Whites = 48/80 = 60% 

Blacks = 12/40 = 30% 

Then we would compare the hiring rate of the minority group (30%) with that of the 
majority group (60%). Using the four-fifths rule, we would determine that the test has 
adverse impa<;:tif the hiring rate of the minority group is less than 80% of the hiring 
rate of the majority group. Because it is less (that is, 30%/60% = 50%, which is less 
than 80%), we would conclude that the test has adverse impact. The four-fifths rule 
is used as a rule of thumb by the EEOC in determining adverse impact. 

The standard deviation rule uses actual probability distributions to determine ad¬ 
verse impact. This analysis uses the difference between the expected representation 
(or hiring rates) for minority groups and the actual representation (or hiring rate) to 
determine whether the difference between these two values is greater than would 


Four-fifths rule 

A rule that states 
that an employment 
test has disparate 

impact if the hiring 
rate for a minority 
group is less than 
four-fifths, or 80 
percent, of the 
hiring rate for the 
majority group, 

Standard deviation 
rule 

A rule used to 
analyze employment 
tests to determine 
disparate impact; it 
uses the difference 
between the 
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occur by chance. Thus, in our example, 33% (40 of 120) of the applicants were 
blacks, so one would expect 33% (20 of 60) of those hired to be black. However, only 
12 black applicants were hired. To determine if the difference between the expected 
representation and the actual representation is greater than we would expect by 
chance, we calculate the standard deviation (which, you might remember from your 
statistics class, is the standard deviation in a binomial distribution): 


Number hired x 


Number of 
minority applicants 
Number of total applicants 


Number of 

nonminority applicants 
Number of total applicants 


or in this case: 


[Z 40 80 "7 

\ 60 x —- x-= 3.6 

V 120 120 

If the difference between the actual representation and the expected representa¬ 
tion (20 - 12 = 8 in this case) of blacks is greater than 2 standard deviations (2 x 3.6, 
= 7.2 in this case), we would conclude that the test had adverse impact against blacks, 
because we would expect this result less than 1 time in 20 if the test were equally dif¬ 
ficult for both whites and blacks. 

The Wards Cove Packing Co. v. Atonio case involved an interesting use of statistics. 
The plaintiffs showed that the jobs in the cannery (lower-paying jobs) were filled pri¬ 
marily with minority applicants (in this case, American Eskimos). However, only a 
small percentage of the noncannery jobs (those with higher pay) were filled by non¬ 
minorities. The plaintiffs argued that this statistical disparity in the racial makeup of 
the cannery and noncannery jobs was proof of discrimination. The federal district, ap¬ 
pellate, and Supreme Courts all found for the defendant, stating that this disparity 
was not proof of discrimination. 

Once the plaintiff has demonstrated adverse impact, he or she has met the burden 
of a prima facie case of discrimination. 18 


Defendant’s Rebuttal 

According to CRA 1991, once the plaintiff has made a prima facie case, the burden 
of proof shifts to the defendant, who must show that the employment practice is a 
“business necessity.” This is accomplished by showing that the practice bears a rela¬ 
tionship with some legitimate employer goal. With respect to job selection, this rela¬ 
tionship is demonstrated by showing the job relatedness of the test, usually by re¬ 
porting a validity study of some type, to be discussed in Chapter 6. For now, suffice it 
to say that the employer shows that the test scores are significantly correlated with 
measures of job performance. 

Measures of job performance used in validation studies can include such things as 
objective measures of output, supervisor ratings of job performance, and success in 
training. 19 Normally, performance appraisal ratings are used, but these ratings must be 
valid for the court to accept the validation results. For example, in Albermarle Paper 
v. Moody, the employer demonstrated that the selection battery predicted perform¬ 
ance (measured with supervisors’ overall rankings of employees) in only some of the 
13 occupational groups in which it was used. In this case, the court was especially crit¬ 
ical of the supervisory ratings used as the measure of job performance. The court 
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stated, “There is no way of knowing precisely what criteria of job performance the su¬ 
pervisors were considering.” 20 

Plaintiffs Rebuttal 

If the employer shows that the employment practice is the result of some business ne¬ 
cessity, the plaintiff’s last resort is to argue that other employment practices could suf¬ 
ficiently meet the employer’s goal without adverse impact. Thus, if a plaintiff can 
demonstrate that selection tests other than the one used by the employer exist, do not 
have adverse impact, and correlate with job performance as highly as the employer’s 
test, then the defendant can be found guilty of discrimination. Many cases deal with 
standardized tests of cognitive ability, so it is important to examine alternatives to 
these tests that have less adverse impact while still meeting the employer’s goal. At 
least two separate studies reviewing alternative selection devices such as interviews, 
biographical data, assessment centers, and work sample tests have concluded that 
none of them met both criteria. 21 It seems that when the employment practice in 
question is a standardized test of cognitive ability, plaintiffs will have a difficult time 
rebutting the defendant’s rebuttal. 

Qriggs v. Duke Power. To illustrate how this process works, let’s look at the Griggs 
v. Duke Power case. 22 Following the passage of Title VII, Duke Power instituted a new 
system for making selection and promotion decisions. The system required either a 
high school diploma or a passing score on two professionally developed tests (the 
Wonderlic Personnel Test and the Bennett Mechanical Comprehension Test). A 
passing score was set so that it would be equal to the national median for high school 
graduates who had taken the tests. 

The plaintiffs met their prima facie burden showing that both the high school 
diploma requirement and the test battery had adverse impacts on blacks. According 
to the 1960 census, 34 percent of white males had high school diplomas, compared 
with only 12 percent of black males. Similarly, 58 percent of white males passed the 
test battery, whereas only 6 percent of blacks passed. 

Duke Power was unable to defend its use of these employment practices. A com¬ 
pany vice president testified that the company had not studied the relationship be¬ 
tween these employment practices and the employees’ ability to perform the job. In 
addition, employees already on the job who did not have high school diplomas and 
had never taken the tests were performing satisfactorily. Thus Duke Power lost the 
case. 

It is interesting to note that the court recognized that the company had not in¬ 
tended to discriminate, mentioning that the company was making special efforts to 
help undereducated employees through financing two-thirds of the cost of tuition for 
high school training. This illustrates the importance of the consequences, as opposed 
to the motivation, in determining discrimination under the disparate impact theory. 


Reasonable Accommodation 

Reasonable accommodation presents a relatively new theory of discrimination. It 
began with regard to religious discrimination, but has recently been both expanded 
and popularized with the passage of the ADA. Reasonable accommodation differs 
from these two theories in that rather than simply requiring an employer to refrain 
from some action, reasonable accommodation places a special obligation on an em¬ 
ployer to affirmatively do something to accommodate an individual’s disability or 


Reasonable 

accommodation 

Making facilities 
readily accessible to 
and usable by 
individuals with 
disabilities. 
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FIGURE 3.2 

Religious 

Discrimination 

Complaints, 

1991-2000 


religion. This theory is violated when an employer fails to make reasonable accom¬ 
modation, where that is required, to a qualified person with a disability or to a per¬ 
son's religious observation and/or practices. 


Religion and Accommodation 

Often individuals with strong religious beliefs find that some observations and prac¬ 
tices of their religion come into direct conflict with their work duties. For example, 
some religions forbid individuals from working on the sabbath day when the employer 
schedules them for work. Others might have beliefs that preclude them from shaving, 
which might conflict with a company's dress code. Although Title VII forbids dis¬ 
crimination on the basis of religion just like race or sex, religion also receives special 
treatment requiring employers to exercise an affirmative duty to accommodate indi¬ 
viduals' religious beliefs and practices. As Figure 3.2 shows, the number of religious 
discrimination charges has consistently increased over the past few years, jumping 
significantly in 1997. 

In cases of religious discrimination, an employee's burden is to demonstrate that he 
or she has a legitimate religious belief and provided the employer with notice of the 
need to accommodate the religious practice, and that adverse consequences occurred 
due to the employer's failure to accommodate. In such cases, the employer's major de¬ 
fense is to assert that to accommodate the employee would require an undue hardship. 

Examples of reasonably accommodating a person's religious obligations might in¬ 
clude redesigning work schedules (most often accommodating those who cannot 
work on their sabbath), providing alternative testing dates for applicants, not requir¬ 
ing union membership and/or allowing payment of "charitable contributions" in lieu 
of union dues, or altering certain dress or grooming requirements. Note that although 
an employer is required to make a reasonable accommodation, it need not be the one 
that is offered by the employee,23 

In one recent case. Wal-Mart agreed to settle with a former employee who alleged 
that he was forced to quit in 1993 after refusing to work on Sunday. Wal-Mart has 
agreed to pay the former employee unspecified damages, to instruct managers on em¬ 
ployee's rights to have their religious beliefs accommodated, and to prepare a com¬ 
puter-based manual describing employees’ rights and religious harassment,24 



SOURCE: www.eeoc.gov/stats/religion.html 
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Disability and Accommodation 

As previously discussed, the ADA made discrimination against individuals with dis¬ 
abilities illegal. However, the act itself states that the employer is obligated not just 
to refrain from discriminating, but to take affirmative steps to accommodate individ¬ 
uals who are protected under the act. 

Under disability claims, the plaintiff must show that she or he is a qualified appli¬ 
cant with a disability and that adverse action was taken by a covered entity. The em¬ 
ployer's defense then depends on whether the decision was made without regard to 
the disability or in light of the disability. For example, if the employer argues that the 
plaintiff is not qualified, then it has met the burden, and the question of reasonable 
accommodation becomes irrelevant. 

If, however, the decision was made "in light of the disability, then the question 
becomes one of whether the person could perform adequately with a reasonable ac¬ 
commodation. This leads to three potential defenses. First, the employer could allege 
job-relatedness or business necessity through demonstrating, for example, that it is 
using a test that assesses ability to perform essential job functions. However, then the 
question arises of whether the applicant could perform the essential job functions 
with a reasonable accommodation. Second, the employer could claim an undue hard¬ 
ship to accommodate the individual. In essence, this argues that the accommodation 
necessary is an action requiring significant difficulty or expense. Finally, the employer 
could argue that the individual with the disability might pose a direct threat to his 
own or others' health or safety in the workplace. This requires examining the dura¬ 
tion of the risk, the nature and severity of potential harm, the probability of the harm 
occurring, and the imminence of the potential harm. 

What are some examples of reasonable accommodation with regard to disabilities? 
First is providing readily accessible facilities such as ramps and/or elevators for dis¬ 
abled individuals to enter the workplace. Second, job restructuring might include 
eliminating marginal tasks, shifting these tasks to other employees, redesigning job 
procedures, or altering work schedules. Third, an employer might reassign a disabled 
employee to a job with essential job functions he or she could perform. Fourth, an em¬ 
ployer might accommodate applicants for employment who must take tests through 
providing alternative testing formats, providing readers, or providing additional time 
for taking the test. Fifth, readers, interpreters, or technology to offer reading assis¬ 
tance might be given to a disabled employee. Sixth, an employer could allow em¬ 
ployees to provide their own accommodation such as bringing a guide dog to work.2 s 
Note that most accommodations are inexpensive. A study by Sears Roebuck & Co. 
found that 69 percent of all accommodations cost nothing, 29 percent cost less than 
$1,000, and only 3 percent cost more than $1,000. 26 In addition, the "Competing 
through Globalization" box illustrates how accommodating disabled individuals can 
actually provide competitive advantage. 


■•If Retaliation for Participation 
and Opposition 

Suppose you overhear a supervisor in your workplace telling someone that he refuses 
to hire women because he knows they are just not cut out for the job. Believing this 
to be illegal discrimination, you face a dilemma. Should you come forward and report 
this statement? Or if someone else files a lawsuit for gender discrimination, should you 
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Many teachers use an exercise 
where students must walk 
around blindfolded for a few 
hours to help appreciate the 
situation of those who truly are 
blind. However, until recently, 
nobody actually made a 
business out of this. 

At the Blind Cow restaurant 
in Zurich, Switzerland, nothing 
looks goodto eat rThp raeson 
is notthat " 

because 



Blind Feeding 


the Blind 





came 


pastor, 

the idea while 
• at a public exhibit 
in Zurich. The exhibit required 
sighted people to grope their 
way through various dark rooms 
to experience what it is like to 
be blind. He and four blind 
colleagues decided to create a 
restaurant that would help 
sighted people appreciate the 
situation of the blind while 
providing jobs for the blind and 
visually impaired. 

A blind waitress leads diners 
to their tables, asking one 
: to place both hands on 


her shoulders, and other guests 
to do likewise to the guest in 
front of them. She explains the 
rules: no flashlights, no 
iridescent watches, and no 
wandering. Waitresses and 
waiters should be called by 
shouting, and guests who need 
to use the restrooms must be 
led by a waitress. The staff all 
wear bells to allow them to 
g with one 

another while carrying hot 
plates of food. 

The restaurant has been an 
unarguable success. Although 
Rev. Spielman worried that the 
novelty would wear off after a 
few months, a year after its 
opening the restaurant was still 
booked solid for the following 
three months. In addition, the 
breakage of dishes and glasses 
is no different from other 
restaurants because guests are 
extremely careful. In fact, the 
business has been such a 
success that the owners are 
now considering expanding 
into big U.S. cities like New 
York and Los Angeles. 


Such expansion could 
succeed because the 
atmosphere provides for a 
variety of novel experiences. 

For instance, a group of three 
couples dined there, and when 
the ladies went to the restroom, 
the men changed places. When 
they returned, the men planted 
kisses on their "new" dates; not 
all the women noticed that the 
lips kissing them were 
unfamiliar ones. In addition, the 
restaurant was the site for a 
"blind date." The lady arrived 
early and sipped a drink until 
the man was led to her table. 
Unfortunately, according to the 
staff, they departed separately. 
Finally, Rev. Spielman has some 
ideas to keep the restaurant 
fresh. He plans to make 
Monday night "date night," 
bringing in guest speakers to 
discuss sex and relationships. 

He explains, "People can ask all 
kinds of questions in the dark." 

SOURCE: J. Costello, "Swill Eatery Operated 
by the Blind Keeps Diners Completely in the 
Dark," The Wall Street Journal (November 

28, 2001), p. 1. 


testify on behalf of the plaintiff? What happens if your employer threatens to fire you 
if you do anything? 

Title VII of the Civil Rights Act of 1964 protects Sou. It states that employers can¬ 
not retaliate against employees for either "opposing" a perceived illegal employment 
practice or "participating in a proceeding" related to an alleged illegal employment 
practice. Opposition refers to expressing to someone through proper channels that you 
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believe that an illegal employment act has taken place or is taking place. Participation 
refers to actually testifying in an investigation, hearing, or court proceeding regarding 
an illegal employment act. Clearly, the purpose of this provision is to protect em¬ 
ployees from employers’ threats and other forms of intimidation aimed at discourag¬ 
ing the employees from bringing to light acts they believe to be illegal. 

These cases can be extremely costly for companies because they are alleging acts 
of intentional discrimination, and therefore plaintiffs are entitled to punitive dam¬ 
ages. For example, a 41-year-old former Allstate employee who claimed that a com¬ 
pany official told her that the company wanted a “younger and cuter” image was 
awarded $2.8 million in damages by an Oregon jury. The jury concluded that the em¬ 
ployee was forced out of the company for opposing age discrimination against other 
employees. 27 

This does not mean that employees have an unlimited right to talk about how 
racist or sexist their employers are. The courts tend to frown on employees whose ac¬ 
tivities result in a poor public image for the company unless those employees had at¬ 
tempted to use the organization’s internal channels—approaching one’s manager, 
raising the issue with the HRM department, and so on—before going public. 

Current Issues Regarding Diversity and 
Equal Employment Opportunity 

Because of recent changes in the labor market, most organizations’ demographic com¬ 
positions are becoming increasingly diverse. A study by the Hudson Institute pro¬ 
jected that 85 percent of the new entrants into the U.S. labor force over the next 
decade will be females and minorities. 28 Integrating these groups into organizations 
made up predominantly of able-bodied white males will bring attention to important 
issues like sexual harassment, affirmative action, and the “reasonable accommoda¬ 
tion” of employees with disabilities. 


Sexual Harassment 

Clarence Thomas's Supreme Court confirmation hearings in 1991 brought the issue 
of sexual harassment into increased prominence. Anita Hill, one of Thomas's former 
employees, alleged that he had sexually harassed her while she was working under his 
supervision at the Department of Education and the Equal Employment Opportunity 
Commission. Although the-allegations were never substantiated, the hearing made 
many people more aware of how often employees are sexually harassed in the work¬ 
place and, combined with other events, resulted in a tremendous increase in the num¬ 
ber of sexual harassment complaints being filed with the EEOC, as we see in Figure 
3.3. In addition, after President Clinton took office and faced a sexual harassment 
lawsuit by Paula Corbin Jones for his alleged proposition to her in a Little Rock hotel 
room, the number of sexual harassment complaints took another jump from 1993 to 
1994-again, potentially due to the tremendous amount of publicity regarding sexual 
harassment. In spite of all the publicity about President Clinton's affair with intern 
Monica Lewinsky and subsequent lying about it under oath in his deposition for the 
Paula Jones case and possibly before a grand jury (resulting in his impeachment), as 
well as his alleged groping of White House volunteer Kathleen Willey, the number of 
sexual harassment complaints has not risen dramatically. 
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FIGURE 3.3 

Sexual Harassment Charges, 1991-2000 

16,000 

12,000 

8,000 6,8 

4,000 

o- 

1991 

1 _ Number of Charges 

~_% filed by men 

SOURCE: 

Sexual harassment refers to unwelcome sexual advances. (See Table 3.4.) It can 
take place in two basic ways. "Quid pro quo" harassment occurs when some kind of 
benefit (or punishment) is made contingent on the employee's submitting (or not 
submitting) to sexual advances. For example, a male manager tells his female secre¬ 
tary that if she has sex with him, he will help her get promoted, or he threatens to fire 
her if she fails to do so; these are clearly cases of quid pro quo sexual harassment. 

The Bundy v. Jackson case illustrates quid pro quo sexual harassment.2 9 Sandra 
Bundy was a personnel clerk with the District of Columbia Department of Correc¬ 
tions. She received repeated sexual propositions from Delbert Jackson, who was at 
the time a fellow employee (although he later became the director of the agency). 
She later began to receive propositions from two of her supervisors: Arthur Burton 
and James Gainey. When she raised the issue to their supervisor, Lawrence Swain, 
he dismissed her complaints, telling her that "any man in his right mind would want 

TABLE 3.4 

EEOC Definition of 

Sexual Harassment 



3. 


with an 

hostile, or offensive 


SOURCE: EEOC guideline based on the Civil Rights Act of 1964, Title VII. 
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to rape you," and asked her to begin a sexual relationship with him. When Bundy be¬ 
came eligible for a promotion, she was passed over because of her "inadequate work 
performance," although she had never been told that her work performance was 
unsatisfactory. The U.S. Court of Appeals found that Bundy had been discriminated 
against because of her sex, thereby extending the idea of discrimination to sexual 
harassment. 

A more subtle, and possibly more pervasive, form of sexual harassment is "hostile 
working environment." This occurs when someone's behavior in the workplace cre¬ 
ates an environment that makes it difficult for someone of a particular sex to work. 
Many plaintiffs in sexual harassment lawsuits have alleged that men ran their fingers 
through the plaintiffs' hair, made suggestive remarks, and physically assaulted them 
by touching their intimate body parts. Other examples include having pictures of 
naked women posted in the workplace, using offensive sexually explicit language, or 
using sex-related jokes or innuendoes in conversations. 30 

Note that these types of behaviors are actionable under Title VII because they 
treat individuals differently based on their sex. In addition, although most harassment 
cases involve male-on-female harassment, any individual can be harassed. For exam¬ 
ple, male employees at Jenny Craig recently alleged that they were sexually harassed, 
and a federal jury recently found that a male employee had been sexually harassed by 
his male boss. 3 ! 

There are three critical issues in these cases. First, the plaintiff cannot have "in¬ 
vited or incited" the advances. Often the plaintiffs sexual history, whether she or 
he wears provocative clothing, and whether she or he engages in sexually explicit 
conversations are used to prove or disprove that the advance was unwelcome. How¬ 
ever, in the absence of substantial evidence that the plaintiff invited the behavior, 
courts usually lean toward assuming that sexual advances do not belong in the work¬ 
place and thus are unwelcome. In Meritor Savings Bank v. Vinson, Michelle Vinson 
claimed that during the four years she worked at a bank she was continually harassed 
by the bank's vice president, who repeatedly asked her to have sex with him 
(she eventually agreed) and sexually assaulted her. 32 The Supreme Court ruled that 
the victim's voluntary participation in sexual relations was not the major issue, 
saying that the focus of the case was on whether the vice president's advances were 
unwelcome. 

A second critical issue is that the harassment must have been severe enough to 
alter the terms, conditions, and privileges of employment. Although it has not yet 
been consistently applied, many courts have used the "reasonable woman" standard 
in determining the severity or pervasiveness of the harassment. This consists of as¬ 
sessing whether a reasonable woman, faced with the same situation, would have re¬ 
acted similarly. The reasonable woman standard recognizes that behavior that might 
be considered appropriate by a man (like off-color jokes) might not be considered ap¬ 
propriate by a woman. 

The third issue is that the courts must determine whether the organization is liable 
for the actions of its employees. In doing so, the court usually examines two things. 
First, did the employer know about, or should he or she have known about, the ha¬ 
rassment? Second, did the employer act to stop the behavior? If the employer knew 
about it and the behavior did not stop, the court usually decides that the employer 
did not act appropriately to stop it. 

To ensure a workplace free from sexual harassment, organizations can follow some 
important steps. First, the organization can develop a policy statement that makes it 
very clear that sexual harassment will not be tolerated in the workplace. Second, all 




The idea of affirmative action is 
easyto understand: to increase 
minority representation in the 
workforce at all levels of em¬ 
ployment. (A company that 
achieves successful integration 
of minorities at all levels should 
also be more competitive than 
one that does not because it 
draws from a larger labor pool.) 
The reality, however, is as com¬ 
plex as human relations itself. 

Take,for example, Inland 
Steellndu§tries, Inc. (a large 
manufa.cturipgcorporation lo¬ 
cated in the Midwest), whose 
jobs until recently were held 
mostly by white men. Antidis¬ 
crimination laws, a changing 
population, and affirmative ac¬ 
tion-all facts of anemploye,r's 
life-have changed the faseof 
Inland Steel. Social respopsibil- 


ity lies in helping employees 
adjust to the diverse workplace, 
so that everyone views diversity 
as a positive thing. This is not 
an easy task when people be¬ 
lieve their paychecks and career 
opportunities are at stake. But 
Inland Steel has been trying to 
face such a challenge. 

A major problem in trying to 
apply affirmative action is that 
there is no textbook for doing 
so. Organizations must develop 
their own methods by trial and 
error. Also, people's 
perceptions of affirmative 
action-what it is and how it 
will affect them-differ. For 
instance, one person might 
viewaffirmatlvea.fti<?nas 
applica-letoallmjnorities as 
'NelLa§\Nor1 ')~n(Anothemight 
viewitasappropriate only to 


certain groups. Franklin Turner, 
a black male and a buyer for an 
Inland Steel subsidiary, claims, 
"Broadening the definition of 
minority has diluted it. It 
confusesthe issue." He says 
that the promotion policy at his 
company places women (both 
white and black) ahead of black 
men. Instead of being a 
beneficiary of affirmative action, 
he sees himself as a victim. 

Minorities, women, and 
white males get caught in a 
standoff. Consider these three 
different views by employees of 
the same company. Nathaniel 
Lott, a black male and a district 
sales rep for the same 
subsidiary, says, "Minorities are 
required to prove themselves to 
an extent not required of 
nonminorities." Paula Dent, a 


employees, new and old, can be trained to identify inappropriate workplace behavior. 
Third, the organization can develop a mechanism for reporting sexual harassment 
that encourages people to speak out. Fourth, management can prepare to take prompt 
disciplinary action against those who commit sexual harassment as well as appropri¬ 
ate action to protect the victims of sexual harassment. 33 


Affirmative Action and Reverse Discrimination 

Few would disagree that having a diverse workforce in terms of race and gender is a 
desirable goal, if all individuals have the necessary qualifications. In fact, many or¬ 
ganizations today are concerned with developing and managing diversity. (See the 
"Competing by Meeting Stakeholders' Needs" box.) To eliminate discrimination in 
the workplace, many organizations have affirmative action programs to increase mi¬ 
nority representation. Affirmative action was originally conceived as a way of taking 
extra effort to attract and retain minority employees. This was normally done by ex- 
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day-shift supervisor who is a 
black female, observes, "What 
I'm doing is not strictly on my 
own ability but is also filling a 
need of the company. ... I felt 
I was qualified, but that doesn't 
always open doors. Sometimes 
the powers that be don't see 
the qualifications." Pat 
Goeringer, a second-shift 
supervisor who doesn't feel that 
affirmative action has 
necessarily benefited her, 
comments, "I think white males 
have a right to complain about 
reverse discrimination, because 
they might get passed up. I 
think it's wrong to blame white 
males for everything that's gone 
wrong. . . . It's not fair." 

Inland Steel started its affir¬ 
mative action program after 
four black workers approached 
general manager Steve 
Bowsher, saying that they were 
tired of racist jokes and behav¬ 
ior by others on the job and 
that they felt they had been 
passed over for opportunities 
to advance. "I didn't have a 
clue," recalls Bowsher. "Hey, 

I'm a tall white person. The 
world was set up for me." But 


Bowsher listened and took ac¬ 
tion. He arranged classes for 
employees to discuss race and 
sex discrimination. He evalu¬ 
ated the pay that minority and 
female workers were receiving 
to make sure it was equal to 
that of white male workers. He 
banned racist and sexist jokes, 
pinup calendars on office walls, 
and company-paid country club 
memberships at clubs that 
practiced racial discrimination. 
Those who did not comply 
were fired. What were his rea¬ 
sons? "I've got to be the one 
to fix it because I have the 
power," he explains. Bowsher 
also actively recruits minorities 
for employment at Inland. 

Fostering cooperation rather 
than suspicion among workers 
can only have a healthy effect 
on business. A company that 
has a unified (not homoge¬ 
neous) workforce will be much 
more productive and profitable 
than one that is constantly deal¬ 
ing with the hostility of splinter 
groups. Inland Steel has cre¬ 
ated its own "textbook" rules 
for accomplishing this. First, 
support for affirmative action 


must come from top manage¬ 
ment. Second, affirmative 
action programs must be moni¬ 
tored, and managers must be 
made accountable for what 
happens. Third, a company 
must reach out to women and 
minorities if it wants to hire 
them. Just as important, it must 
provide training and guidance 
in their careers. Fourth, people 
must respect each other on the 
job, understanding their similar¬ 
ities and differences. 

"[Affirmative action] is an on¬ 
going journey because there 
are so many pieces," says 
Vivian Cosey, head of human 
resources at Inland's Ryerson 
Coil Processing plant. "It's not 
like learning an algebraic equa¬ 
tion or even a foreign 
language." But it is a vital step 
toward gaining a competitive 
advantage. 

SOURCE: T. Jones, J. Poe, and S. Franklin, 
"Progress and Problems of a Workplace 
Remedy," Chicago Tribune (September 3, 
1995), pp. 1,12; J. Poe, S. Franklin, and 
T. Jones, "True Equity Proves Elusive," 
Chicago Tribune (September 4, 1995), pp. 1, 
6; S. Franklin, T. Jones, and J. Poe, "A 
Commitment to Action," Chicago Tribune 
(September5,1995), pp. 1, 8. 


tensively recruiting minorities on college campuses, advertising in minority-oriented 
publications, and providing educational and training opportunities to minorities. 34 
However, over the years, many organizations have resorted to quotalike hiring to en¬ 
sure that their workforce composition mirrors that of the labor market. Sometimes 
these organizations act voluntarily; in other cases, the quotas are imposed by the 
courts or by the EEOC. Whatever the impetus for these hiring practices, many white 
and/or male individuals have fought against them, alleging what is called reverse dis - 
crimination. 

An example of an imposed quota program is found at the fire department in Birm¬ 
ingham, Alabama. Having admitted a history of discriminating against blacks, the 
department entered into a consent decree with the EEOC to hold 50 percent of 
positions at all levels in the fire department open for minorities even though'minori¬ 
ties made up only 28 percent of the relevant labor market. The result was that some 
white applicants were denied employment or promotion in favor of black applicants 
who scored lower on a selection battery. The federal court found that the city’s use of 
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the inflexible hiring formula violated federal civil rights law and the constitutional 
guarantee of equal protection. The appellate court agreed, and the Supreme Court re¬ 
fused to hear the case, thus making the decision final. 

The entire issue of affirmative action should evoke considerable attention and de¬ 
bate over the next few years. Although most individuals support the idea of diversity, 
few argue for the kinds of quotas that have to some extent resulted from the present 
legal climate. In fact, one recent survey revealed that only 16 percent of the respon¬ 
dents favored affirmative action with quotas, 46 percent favored it without quotas, 
and 28 percent opposed all affirmative action programs. One study found that people 
favor affirmative action when it is operationalized as recruitment, training, and at¬ 
tention to applicant qualifications but oppose it when it consists of discrimination, 
quotas, and preferential treatment. 35 Affirmative action and quotas constituted an 
important topic of debate for the 1996 presidential candidates, and there is reason to 
believe that some changes in the legal system will be observed over the next few 
years. 


Outcomes of the Americans with Disabilities Act 

The ADA was passed with the laudable goals of providing employment opportunities 
for the truly disabled who, in the absence of legislation, were unable to find employ¬ 
ment. Certainly, some individuals with disabilities have found employment as a result 
of its passage, fdowever, as often occurs with legislation, the impact is not necessarily 
what was intended. First, there has been increased litigation. The EEOC reports that 
over 91,000 complaints have been filed since passage of the act. Approximately 50 
percent of the complaints filed have been found to be without reasonable cause. For 
example, in July 1992 GTE Data Services fired an employee for stealing from other 
employees and bringing a loaded gun to work. The fired employee sued for reinstate¬ 
ment under the ADA, claiming that he was the victim of a mental illness and thus 
should be considered disabled. 36 

A second problem is that the kinds of cases being filed are not what Congress in¬ 
tended to protect. Although the act was passed because of the belief that discrimina¬ 
tion against individuals with disabilities occurred in the failure to hire them, 52.2 per¬ 
cent of the claims deal with firings, 28.9 percent with failure to make reasonable 
accpptmodation, and 12.5 percent with harassment. Only 9.4 percent of the com¬ 
plaints allege a failure to hire or rehire. 37 In addition, although the act was passed to 
protect people with major disabilities such as blindness, deafness, lost limbs, or paral¬ 
ysis, "these disabilities combined account for a small minority of the disabilities 
claimed. As we see in Table 3.5, the biggest disability category is “other,” meaning 
that the plaintiff claims a disability that is not one of the 35 types of impairment listed 
in the EEOC charge data system. The second largest category is “back impairment,” 
accounting for 16.1 percent of all charges, followed by mental-illness-related claims 
at 12.2 percent. 

Finally, it does not appear that the act has had its anticipated impact on the em¬ 
ployment of Americans with disabilities. According to the National Organization on 
Disability, a private group, only 31 percent of working-age Americans with disabili¬ 
ties were employed as of December 1993, compared with 33 percent in 1986, before 
the law was passed. 

For these reasons, Congress has explored the possibility of amending the act to 
more narrowly define the term disability. 38 The debate continues regarding the effec¬ 
tiveness of the ADA. The “Competing by Meeting Stakeholders’ Needs” box (see 
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TABLE 3.5 

Types of Complaints Filed under the ADA 


Number of complaints 

% dealing with 
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; Blood disorders 
Vision 
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4.6 3.2 

2.9 2.6 
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SOURCE: EEOC. 


page 122) discusses how some view the effectiveness of the ADA for promoting em¬ 
ployment and public access opportunities to disabled Americans. 


■•M Employee Safety 


Like equal employment opportunity, employee safety if 
and state governments. However, to fully maximize tl 
employers need to go well beyond the letter of the 
this in mind, we first spell out the specific protectio f 
tion and then discuss various kinds of safety awareij 
inforce these standards. 


|ated by both the federal 
of workers, 


legisla- 


preppy hat 






The Occupational Safety and Health Act (OSHA) 


ccupational 
/Safety and Health 
Act (OSHA) 


Although concern for worker safety would seem to be a universal societal goal, the 
Occupational Safety and Health Act of 1970 (OSHA)—the most comprehensive 
legislation regarding worker safety—did not emerge in this country until the early 
1970s. At that time, there were roughly 15,000 work-related fatalities every year. 

OSHA authorized the federal government to establish and enforce occupational 
safety and health standards for all places of employment engaging in interstate com¬ 
merce. The responsibility for inspecting employers, applying the standards, and levy¬ 
ing fines was assigned to the Department of Labor. The Department of Health was as¬ 
signed responsibility for conducting research to determine the criteria for specific 
operations or occupations and for training employers to comply with the act. Much 
of this research is conducted by the National Institute for Occupational Safety and 
Health (NIOSH). 


The law that 
authorizes the 
federal government 
to establish and 
enforce 

occupational safety 
and health 
standards for all 
places of 
employment 
engaging in 
interstate 
commerce. 









COMPETING 
BY MEETING 
STAKEHOLDERS' 
NEEDS 


Just over 10 years have passed 
since the Americans with 
Disabilities Act (ADA) was 
signed into law with the goals 
of increasing employment and 
public access opportunities for 
disabled Americans. One 
obvious question arises as to its 
effectiveness, and a variety of 
different answers can be found, 
depending on your perspective. 

On the negative side, 
evidence mounts that people 
with disabilities are actually 
worse off than they were 10 
years ago. Of the nation's 
estimated 54 million people 
with disabilities, over 70 
percent are unemployed. In 
addition, during this time both 
employment and earnings have 
fallen while the rest of the 
nation experienced the lowest 
unemployment of the decade 
and rising earnings. Between 
1989 and 1998 average 


inflation-adjusted income 
dropped 4 percent for disabled 
workers while it rose 5 percent 
for workers overall. A number 
of reasons have been offered 
for this, but one deals with the 
design of work. The trend has 
been toward broadening jobs 



through requiring workers to 
perform a greater variety of 
tasks, yet more narrowly 
defined jobs are often better 
suited to accommodating the 
disabled. In addition, 
supervisors seem to lack 
training in how to work with 
and accommodate disabled 
employees. 

On the positive side, it 
appears that employers are not 
actively discriminating against 
the disabled. Susan Bruyere, 
Director of Cornell's Program 
on Employment and Disability, 
says that the ADA's greatest 
contribution is in helping HR 
professionals to address the 
needs of disabled workers 
through exploring ways to 
make accommodations. 
Evidence seems to support this. 
Of the 125,946 cases filed in 
1999, half were dismissed by 
the EEOC as having "no 
reasonable cause." Of the 
remaining cases that went to 
trial, employers won 95.7 
percent in 1999. 

Some argue that a number 
of these suits seem to be filed 
"frivolously" in an effort to en¬ 
rich trial lawyers. In fact, during 


the past five years, over 1,800 
suits have been filed in South 
Florida alone (over 200 by the 
same law firm representing the 
same individual). Critics allege 
that attorneys seek minor ADA 
violations from small busi¬ 
nesses, and because under the 
ADA businesses in violation are 
responsible for legal fees, most 
of these small businesses opt to 
cut their losses and settle, giv¬ 
ing in to what amounts to legal 
extortion. Although advocates 
for the disabled argue that such 
lawsuits are the best way to 
gain compliance with the ADA, 
critics respond that this would 
be more believable if efforts 
were made to work with busi¬ 
ness owners to correct 
violations before suing. 

Thus the jury is still out on 
the ADA's effectiveness. Per¬ 
haps the next 10 years will 
reveal a stronger case for either 
its effectiveness or ineffective¬ 
ness in increasing employment 
and access for the disabled. 

SOURCE: S.J. Wells, "Is the ADA working?" 
HR Magazine, April 2001, pp. 38-46; Editorial 
Board of the Sun-Sentinel, Editorial, South 
Florida Sun-Sentinel (August 28, 2001), 
www.sun-sentinel.com. 


Employee Rights under 0SHA 

The main provision of OSHA states that each employer has a general duty to furnish 
each employee a place of employment free from recognized hazards that cause or are 
likely to cause death or serious physical harm. This is referred to as the general duty 
clause. Some specific rights granted to workers under this act are listed in Table 3.6. 
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TABLE 3.6 

Rights Granted to 
Workers under the 
Occupational Safety 
and Health Act 


The Department of Labor recognizes many specific types of hazards, and employers are 
required to comply with all the occupational safety and health standards published by 
NIOSH. 

A recent example is the development of OSHA standards for occupational expo- 
sure to blood-borne pathogens such as the AIDS virus. These standards identify 24 
affected industrial sectors, encompassing 500,000 establishments and 5.6 million 
workers. Among other features, these standards require employers to develop an ex¬ 
posure control plan (ECP). An ECP must include a list of jobs whose incumbents 
might be exposed to blood, methods for implementing precautions in these jobs, post¬ 
exposure follow-up plans, and procedures for evaluating incidents in which workers 
are accidentally infected. 

Although NIOSH publishes numerous standards, it is clearly not possible for reg¬ 
ulators to anticipate all possible hazards that could occur in the workplace. Thus, the 
general duty clause requires employers to be constantly alert for potential sources of 
harm in the workplace (as defined by the standards of a reasonably prudent person) 
and to correct them. For example, managers at Amoco’s Joliet, Illinois, plant realized 
that over the years some employees had created undocumented shortcuts and built 
them into their process for handling flammable materials. These changes appeared to 
be labor saving but created a problem: workers did not have uniform procedures for 
dealing with flammable products. This became an urgent issue because many of the 
experienced workers were reaching retirement age, and the plant was in danger of los¬ 
ing critical technical expertise. To solve this problem, the plant adopted a training 
program that met all the standards required by OSHA. That is, it conducted a needs 
analysis highlighting each task new employees had to learn and then documented 
these processes in written guidelines. New employees were given hands-on training 
with the new procedures and were then certified in writing by their supervisor. A 
computer tracking system was installed to monitor who was handling flammable ma¬ 
terials, and this system immediately identified anyone who was not certified. The 
plant met requirements for both ISO 9000 standards and OSHA regulations and con¬ 
tinues to use the same model for safety training in other areas of the plant. 39 


General duty 
clause 

The provision of the 
Occupational Health 
and Safety Act that 
states that an 
employer has an 
overall obligation to 
furnish employees 
with a place of 
employment free 
from recognized 
hazards. 


OSHA Inspections 

OSHA inspections are conducted by specially trained agents of the Department of 
Labor called compliance officers. These inspections usually follow a tight “script.” Typ¬ 
ically, the compliance officer shows up unannounced. For obvious reason's, OSHA’s 
regulations prohibit advance notice of inspections. The officer, after presenting cre¬ 
dentials, tells the employer the reasons for the inspection and describes, in a general 
way, the procedures necessary to conduct the investigation. 
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There are four major components of an OSHA inspection. First, the compliance 
officer reviews the employer’s records of deaths, injuries, and illnesses. OSHA requires 
this kind of record keeping from all firms with 11 or more full- or part-time employ¬ 
ees. Second, the officer, typically accompanied by a representative of the employer 
(and perhaps by a representative of the employees), conducts a “walkaround” tour of 
the employer’s premises. On this tour, the officer notes any conditions that may vio¬ 
late specific published standards or the less specific general duty clause. The third 
component of the inspection, employee interviews, may take place during the tour. 
At this time, any person who is aware of a violation can bring it to the attention of 
the officer. Finally, in a closing conference the compliance officer discusses the find¬ 
ings with the employer, noting any violations. The employer is given a reasonable 
time frame in which to correct these violations. If any violation represents imminent 
danger (that is, could cause serious injury or death before being eliminated through 
the normal enforcement procedures), the officer may, through the Department of 
Labor, seek a restraining order from a U.S. District Court. Such an order compels the 
employer to correct the problem immediately. 


Citations and Penalties 

If a compliance officer believes that a violation has occurred, he or she issues a cita¬ 
tion to the employer that specifies the exact practice or situation that violates the act. 
The employer is required to post this citation in a prominent place near the location 
of the violation—even if the employer intends to contest it. Nonserious violations 
may be assessed up to $1,000 for each incident, but this may be adjusted downward if 
the employer has no prior history of violations or if the employer has made a good- 
faith effort to comply with the act. Serious violations of the act or willful, repeated 
violations may be fined up to $10,000 per incident. Fines for safety violations are 
never levied against the employees themselves. The assumption is that safety is pri¬ 
marily the responsibility of the employer, who needs to work with employees to en¬ 
sure that they use safe working procedures. 

In addition to these civil penalties, criminal penalties may also be assessed for will¬ 
ful violations that kill an employee. Fines can go as high as $20,000, and the employer 
or agents of the employer can be imprisoned. Criminal charges can also be brought 
against anyone who falsifies records that are subject to OSHA inspection or anyone 
who gives advance notice of an OSHA inspection without permission from the De¬ 
partment of Labor. 


The Effect of OSHA 

OSHA has been unquestionably successful in raising the level of awareness of occu¬ 
pational safety. Yet legislation alone cannot solve all the problems of work site safety. 
Indeed, the number of occupational illnesses increased fivefold between 1985 and 
1990, according to a survey by the Bureau of Labor Statistics. 40 Many industrial acci¬ 
dents are a product of unsafe behaviors, not unsafe working conditions. Because the 
act does not directly regulate employee behavior, little behavior change can be ex¬ 
pected unless employees are convinced of the standards’ importance. 41 This has been 
recognized by labor leaders. For example, Lynn Williams, president of the United 
Steelworkers of America, has noted, “We can’t count on government. We can’t count 
on employers. We must rely on ourselves to bring about the safety and health of our 
workers.” 42 
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Because conforming to the statute alone does not necessarily guarantee safety, 
many employers go beyond the letter of the law. In the next section we examine var¬ 
ious kinds of employer-initiated safety awareness programs that comply with OSHA 
requirements and, in some cases, exceed them. 


Safety Awareness Programs 

Safety awareness programs go beyond compliance with OSHA and attempt to in¬ 
still symbolic and substantive changes in the organization’s emphasis on safety. These 
programs typically focus either on specific jobs and job elements or on specific types 
of injuries or disabilities. There are three primary components to a safety awareness 
program: identifying and communicating hazards, reinforcing safe practices, and pro¬ 
moting safety internationally. 


Safety awareness 
programs 

Employer programs 
that attempt to 
instill symbolic and 
substantive changes 
in the organization's 
emphasis on safety. 


Identifying and Communicating Job Hazards 

Employees, supervisors, and other knowledgeable sources need to sit down and discuss 
potential problems related to safety. The job hazard analysis technique is one means 
of accomplishing this. 43 With this technique, each job is broken down into basic el¬ 
ements, and each of these is rated for its potential for harm or injury. If there is con¬ 
sensus that some job element has high hazard potential, this element is isolated and 
potential technological or behavioral changes are considered. 

Another means of isolating unsafe job elements is to study past accidents. The 
technic of operations review (TOR) is an analysis methodology that helps managers 
determine which specific element of a job led to a past accident. 44 The first step in a 
TOR analysis is to establish the facts surrounding the incident. To accomplish this, 
all members of the work group involved in the accident give their initial impressions 
of what happened. The group must then, through group discussion, reach a consen¬ 
sus on the single, systematic failure that most contributed to the incident as well as 
two or three major secondary factors that contributed to it. 

An analysis of jobs at Burger King, for example, revealed that certain jobs required 
employees to walk across wet or slippery surfaces, which led to many falls. Specific 
corrective action was taken based on analysis of where people were falling and what 
conditions led to these falls. Now Burger King provides mats at critical locations and 
has generally upgraded its floor maintenance. The company also makes slip-resistant 
shoes available to employees in certain job categories. 45 

Communication of an employee’s risk should take advantage of several media. Di¬ 
rect verbal supervisory contact is important for its saliency and immediacy. Written 
memos are important because they help establish a “paper trail” that can later docu¬ 
ment a history of concern regarding the job hazard. Posters, especially those placed 
near the hazard, serve as a constant reminder, reinforcing other messages. 

In communicating risk, it is important to recognize two distinct audiences. Some¬ 
times relatively young or inexperienced workers need special attention. Research by 
the National Safety Council indicates that 40 percent of all accidents happen to in¬ 
dividuals in the 20-to-29 age group and that 48 percent of all accidents happen to 
workers during their first year on the job. 46 The employer’s primary concern with re¬ 
spect to this group is to inform them. However, the employer must not overlook ex¬ 
perienced workers. Here the key concern is to remind them. Research indicates that 
long-term exposure and familiarity with a specific threat lead to complacency. 47 Ex¬ 
perienced employees need retraining to jar them from complacency about the real 


Job hazard analysis 
technique 

A breakdown of 
each job into basic 
elements, each of 
which is rated for its 
potential for harm or 
injury. 

Technic of 
operations review 
(TOR) 

Method of 
determining safety 
problems via an 
analysis of past 
accidents. 
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dangers associated with their work. This is especially the case if the hazard in ques¬ 
tion poses a greater threat to older employees. For example, falling off a ladder is a 
greater threat to older workers than to younger ones. Over 20 percent of such falls 
lead to a fatality for workers in the 55-to-65 age group, compared with just 10 percent 
for all other workers. 48 

Reinforcing Safe Practices 

One common technique for reinforcing safe practices is implementing a safety in¬ 
centive program to reward workers for their support and commitment to safety goals. 
Initially, programs are set up to focus on improving short-term monthly or quarterly 
goals or to encourage safety suggestions. These short-term goals are later expanded to 
include more wide-ranging, long-term goals. Prizes are typically distributed in highly 
public forums (like annual meetings or events). These prizes usually consist of mer¬ 
chandise rather than cash because merchandise represents a lasting symbol of 
achievement. A good deal of evidence suggests that such programs are effective in re¬ 
ducing injuries and their cost. 49 

Whereas the safety awareness programs just described focus primarily on the job, 
other programs focus on specific injuries or disabilities. Lower back disability (LBO), 
for example, is a major problem that afflicts many employees. LBO accounts for ap¬ 
proximately 25 percent of all workdays lost, costing firms nearly $30 billion a year. 511 
Human resource managers can take many steps to prevent LBO and rehabilitate those 
who are already afflicted. Eye injuries are another target of safety awareness programs. 
The National Society to Prevent Blindness estimates that 1,000 eye injuries occur 
every day in occupational settings)! A 10-step program to reduce eye injuries is out¬ 
lined in Table 3.7. Similar guidelines can be found for everything from chemical 
burns to electrocution to injuries caused by boiler explosions. 52 


Promoting Safety Internationally 

Given the increasing focus on international management, organizations also need to 
consider how to best ensure the safety of people regardless of the nation in which they 
operate. Cultural differences may make this more difficult than it seems. For example. 


TABLE 3.7 
A 10-Step Program 
for Reducing Eye- 
Related Injuries 


1. Conduct an eye hazard job analysis. 

2: Test all employees' vision to establish a baseline. 

3. Select protective eyewear designed for specific open 

4. Establish a 100 percent behavioral compliance program for eyewear. 

5. Ensure that eyewear is ptoperiy fitted. 

6. Train employees in emergency procedures. 


• ' ■ 




8. Continually review accident prevention strategies. -...^ w ,„ 

9. Provide managementsupport V, 1 1 |?t1qiwl f ‘S© 

10. Establish written policies detailing sanctions and rewards for specific results. 


\ 


SOURCE: T.W. Turrif, "NSPB Suggests 10-Step Program to Prevent Eye Injury," Occupational Health 
and Safety 60 (1991), pp. 62-66. 
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a recent study examined the impact of one standardized corporationwide safety pol¬ 
icy on employees in three different countries: the United States, France, and Ar¬ 
gentina. The results of this study indicated that the same policy was interpreted dif¬ 
ferently because of cultural differences. The individualistic, control-oriented culture 
of the United States stressed the role of top management in ensuring safety in a top- 
down fashion. However, this policy failed to work in Argentina, where the collec¬ 
tivist culture made employees feel that safety was everyone's joint concern; therefore, 
programs needed to be defined from the bottom up)3 


A Look Back 


At the outset of the chapter we discussed the litigation problems Home Depot 
faced by apparently segregating women to cashier positions and men to 
customer service positions. In settling the suit the company agreed to pay 
$65 million to women who had been steered to cashier's jobs and had been 
denied promotions. In addition, the company promised that every applicant 
would get a "fair shot." Home Depot's solution to this has been to leverage tech¬ 
nology to make better hiring decisions that ensure they are able to maximize their 
diversity. 

Home Depot instituted its Job Preference Program, an automated hiring and 
promotion system, across its 900 stores at a cost of $10 million. It has set up 
kiosks where potential applicants can log on to a computer, complete an appli¬ 
cation, and undergo a set of prescreening tests. This process weeds out unqual¬ 
ified applicants. Then the system prints out test scores along with structured in¬ 
terview questions and examples of good and bad answers for the managers 
interviewing those who make it through the prescreening. In addition, the Home 
Depot system is used for promotions. Employees are asked to constantly update 
their skills and career aspirations so they can be considered for promotions at 
nearby stores. 

The system has been an unarguable success. Managers love it because they 
are able to get high-quality applicants without having to sift through mounds of 
resumes. In addition, the system seems to have accomplished its main purpose. 
The number of female managers has increased 30 percent and the number of mi¬ 
nority managers by 28 percent since the introduction of the system. In fact, David 
Borgen, the co-counsel for WAeplaintiffs in the original lawsuit, states, "No one 
can say it can't be done anymore, because Home Depot is doing it bigger and 
better than anyone I know." 

Questions 

1. If Home Depot was correct in that it was not discriminating, but simply filling 
positions consistent with those who applied for them (and very few women 
were applying for customer service positions), given your reading of this 
chapter, was the firm guilty of discrimination? If so, under what theory? 

2. How does this case illustrate the application of new technology to sQlving 
issues that have never been tied to technology? Can you think of other 
ways technology might be used to address diversity/EEO/affirmative action 
issues? 
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Summary 


Viewing employees as a source of competitive advantage 
results in dealing with them in ways that are ethical and 
legal as well as providing a safe workplace. An organiza¬ 
tion’s legal environment—particularly the laws regarding 
equal employment opportunity and safety—has a particu¬ 
larly strong effect on its HRM function. HRM is con¬ 
cerned with the management of people, and government 
is concerned with protecting individuals. One of HRM’s 
major challenges, therefore, is to perform its function 
within the legal constraints imposed by the government. 


Given the multimillion-dollar settlements resulting from 
violations of EEO laws (and the moral requirement to 
treat people fairly regardless of their gender or race), as 
well as the penalties for violating OSHA, HR and line 
managers need a good understanding of the legal require¬ 
ments and prohibitions in order to manage their busi¬ 
nesses in ways that are sound, both financially and ethi¬ 
cally. Organizations that do so effectively will definitely 
have a competitive advantage. 


Discussion Questions 




1. Disparate impact theory was originally created by the 
court in the Griggs case before finally being codified by 
Congress 20 years later in the Civil Rights Act of 1991. 
Given the system of law in the United States, from 
what branch of government should theories of discrim¬ 
ination develop? 

2. Disparate impact analysis (the four-fifths rule, standard 
deviation analysis) is used in employment discrimina¬ 
tion cases. The National Assessment of Education 
Progress conducted by the U.S. Department of Educa¬ 
tion found that among 21- to 25-year-olds, (a) 60 per¬ 
cent of whites, 40 percent of Hispanics, and 25 percent 
of blacks could locate information in a news article or 
almanac; (b) 25 percent of whites, 7 percent of His¬ 
panics, and 3 percent of blacks could decipher a bus 
schedule; and (c) 44 percent of whites, 20 percent of 
Hispanics, and 8 percent of blacks could correctly de¬ 
termine the change they were due from the purchase of 
a two-item restaurant meal. Do these tasks (locating 
information in a news article, deciphering a bus sched¬ 
ule, and determining correct change) have adverse im¬ 
pact? What are the implications? 

3. Many companies have dress codes that require men to 
wear suits and women to wear dresses. Is this discrimi¬ 
natory according to disparate treatment theory? Why? 

4. Cognitive ability tests seem to be the most valid selec¬ 
tion devices available for hiring employees, yet they 


also have adverse impact against blacks and Hispanics. 
Given the validity and adverse impact, and consider¬ 
ing that race norming is illegal under CRA 1991, what 
would you say in response to a recommendation that 
such tests be used for hiring? 

5. How might the ADA’s reasonable accommodation re¬ 
quirement affect workers such as law enforcement offi¬ 
cers and firefighters? 

6. The reasonable woman standard recognizes that 
women have different ideas than men of what consti¬ 
tutes appropriate behavior. What are the implications 
of this distinction? Do you think it is a good or bad idea 
to make this distinction? 

7. Employers’ major complaint about the ADA is that the 
costs of making reasonable accommodations will make 
them less competitive relative to other businesses (es¬ 
pecially foreign ones) that do not face these require¬ 
ments. Is this a legitimate concern? How should em¬ 
ployers and society weigh the costs and benefits of the 
ADA? 

8. Many have suggested that OSHA penalties are too 
weak and misdirected (aimed at employers rather than 
employees) to have any significant impact on employee 
safety. Do you think that OSHA-related sanctions 
need to be strengthened, or are existing penalties suffi¬ 
cient? Defend your answer. 


Web Exercise 




The Fair Measures Management Law Consulting Group 
provides training and legal services for managers, HR 
managers, business owners, and employees. Their website 
has up-to-date information on court case decisions and 


legal interpretations of employment laws related to sexual 
harassment, wrongful termination, discrimination, and 
disability. Visit their website at www.fainneasures.com. 
Choose one of the legal areas to investigate (sexual ha- 
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rassment, wrongful termination, or the like). Click on the 
legal area. Find the most recent court decisions and inter¬ 
pretations for the area by clicking on “FM eNews.” The ar¬ 
ticles are arranged by title. Click on any one of the article 
titles to view the article. 


Questions 

1. Read the article you have chosen. 

2. Summarize its implications for HRM practices. Make 
sure you identify any new legal interpretations or 
changes in interpretations. 


Managing People: From the Pages of BusinessWeek 


BusinessWeek 


Racism in the Workplace 


In an Increasingly Multicultural United States, Harassment of Minorities Is on the Rise 


When Wayne A. Elliott was transferred in 1996 from a 
factory job to a warehouse at Lockheed Martin Corpora¬ 
tion’s sprawling military aircraft production facilities in 
Marietta, Georgia, he says he found himself face to face 
with naked racism. Anti-black graffiti were scrawled on 
the restroom walls. His new white colleagues harassed 
him, Elliott recalls, as did his manager, who would yell at 
him, call him “boy,” and tell him to “kiss my butt.” He 
complained, but Elliott says the supervisor was no help. 
Instead he assigned Elliott, now 46, to collecting parts to 
be boxed, which involves walking about 10 miles a day. 
Meanwhile, the eight whites in his job category sat at 
computer terminals and told him to get a move on—even 
though Elliott outranked them on the union seniority list. 

The atmosphere got even uglier when Elliott and a few 
other blacks formed a small group in 1997 called Workers 
Against Discrimination, which led to the filing of two 
class actions. One day, he and the other two black men 
among the 30 warehouse workers found “back-to-Africa 
tickets” on their desks. They reported this, but the Lock¬ 
heed security officials who responded took the three vic¬ 
tims away in their security cars as if they were the wrong¬ 
doers, he says, and interrogated them separately. 

Then, one day in 1999, according to Elliott, a hang¬ 
man’s noose appeared near his desk. “You’re going to end 
up with your head in here,” Elliott recalls a white 
coworker threatening. Another noose appeared last No¬ 
vember, he says. He and the other whites “hassle me all 
the time now, unplugging my computer so I lose work, 
hiding my bike or chair; it’s constant,” says Elliott, who 
gets counseling from a psychologist for the stress and says 
he has trouble being attentive to his two children, ages 7 
and 8, when he’s at home. 

Racial hatred is not confined to small Southern cities 
such as Marietta. In addition to high-profile suits at Lock¬ 
heed, Boeing, and Texaco, dozens of other household 
names face complaints of racism in their workforce. Noose 
cases have been prosecuted in cosmopolitan San Francisco 
and in Detroit, with a black population among the largest 
in the nation. 


It’s true that minorities’ share of the workforce grew 
over the decade, which could have led to a corresponding 
rise in clashes. Yet racial harassment charges have jumped 
by 100 percent since 1990, while minority employment 
grew by 36 percent. What’s more, most charges involve 
multiple victims, so each year the cases add up to tens of 
thousands of workers—mostly blacks, but also Hispanics 
and Asians. 

It’s hard to reconcile such ugly episodes with an Amer¬ 
ican culture that is more accepting of its increasing diver¬ 
sity than ever before. To some extent, the rise in harass¬ 
ment cases may actually reflect America’s improved race 
relations. Because more minorities believe that society 
won’t tolerate blatant bigotry anymore, they file EEOC 
charges rather than keep quiet out of despair that their 
complaints won’t be heard, says Susan Sturm, a Columbia 
University law professor who studies workplace discrimi¬ 
nation. Many cases involve allegations of harassment that 
endured for years. 

Multimillion-dollar settlements of racial discrimina¬ 
tion or harassment claims at such companies as Coca-Cola 
and Boeing also give victims greater hope that a remedy is 
available. Such suits became easier in 1991, after Congress 
passed a law that allowed jury trials and compensatory and 
punitive damages in race cases. “It’s like rape, which 
everyone kept silent about before,” says Boeing human re¬ 
sources chief James B. Dagnon. “Now, prominent individ¬ 
uals are willing to talk publicly about what happened, so 
there’s a safer environment to speak up in.” 

But many experts say they are seeing a disturbing in¬ 
crease in incidents of harassment. Minority workers en¬ 
dure the oldest racial slurs in the book. They’re asked if 
they eat “monkey meat,” denigrated as inferior to whites, 
or find “KKK” and other intimidating graffiti on the walls 
at work. 

Even office workers are not exempt. In May 2001, 10 
current and former blacjc employees at Xerox Corporation 
offices in Houston filed harassment charges with the 
EEOC. One, Linda Johnson, says she has suffered racial 
slurs from a coworker since 1999, when glaucoma forced 
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her to quit the sales department and become a reception- 
ist. Last year a white colleague doctored a computer photo 
of her to make her look like a prostitute, she says. After 
she complained, her boss printed out the picture and hung 
it in his office, her charge says. “I tried to do what com¬ 
pany procedures suggested and complain to my supervisor, 
then on up to human resources at headquarters,” says 
Johnson, 47. “But they just sweep it under the rug.” Xerox 
declined to comment on her case. 

Worse yet are hangman’s nooses, a potent symbol of 
mob lynchings in America’s racial history. The EEOC has 
handled 25 noose cases in the past 18 months, “something 
that only came along every two or three years before,” says 
Ida L. Castro, outgoing EEOC chairwoman. Management 
lawyers concur that racial harassment has jumped sharply. 
“I’ve seen more of these cases in the last few years than in 
the previous 10, and it’s bad stuff,” says Steve Poor, a part¬ 
ner at Seyfarth, Shaw, Fairweather & Geraldson, a law 
firm that helps companies defend harassment and discrim¬ 
ination suits. 

Some lay the blame on blue-collar white men who 
think affirmative action has given minorities an unfair ad¬ 
vantage. Their feelings may be fueled by the long-term 
slide in the wages of less skilled men, which have lagged 
inflation since 1973. Since many whites see little evidence 
of discrimination anymore, the small number who harbor 
racist views feel more justified in lashing out at minorities, 
whom they perceive as getting ahead solely due to their 
race, says Carol M. Swain, a Vanderbilt University law 
professor who is writing a book about white nationalism. 

SILENCE. Incidents of open racism at work occur 
below the national radar because all the parties have pow¬ 
erful incentives to keep it quiet. Plaintiffs’ lawyers don’t 
want employees to go public before a trial for fear of prej¬ 
udicing their case in court. Management and plaintiffs’ 
lawyers alike say it takes tremendous nerve to file a suit or 
EEOC charges, given the likelihood that coworkers or 
bosses will strike back. Since 1990, the number of minori¬ 
ties filing charges of retaliation with the EEOC after they 
complained about racial mistreatment has doubled, to 
20,000 a year. 

Companies have an even greater desire to avoid bad 
publicity. Many suits end when employers settle. They 
routinely buy employees’ silence with extra damage award 
money. 

Because racial harassment allegations can be so embar¬ 
rassing, they pose a difficult challenge for companies. 
Some quickly go on the offensive and take steps to 
change. Other employers hunker down for a fight, arguing 
that allegations are inaccurate or exaggerated. Northwest 
Airlines Corporation, for example, is fighting charges 
made by black construction workers who found a noose 
last July at the airline’s new terminal under construction 
at Detroit Metro Airport. Northwest also recently settled 


two noose-related suits, although it denied liability. 
Northwest spokeswoman Kathleen M. Peach says the 
noose incidents do not “rise to the level of harassment. 
You have to ask was it a joke at a construction site? Or was 
it in a cargo area where a lot of ropes are used? It’s not as 
cut-and-dried as it seems.” 

Some employers dismiss nooses and slurs as harmless 
joking. This seems to be the view taken by Lakeside Im¬ 
ports Incorporated, New Orleans’ largest Toyota Motor 
Corporation dealer. Last August, it signed a consent de¬ 
cree with the EEOC to settle charges brought by six black 
salesmen in its 50-person used car department. The men 
said that their manager, Chris Mohrman, hit and poked 
them with two 3 1/2-foot-long sticks with derogatory 
words on them that he called his “[racial epithet] sticks.” 

Lakeside brushed aside the incident, according to case 
depositions. Mohrman’s manager at the time, a white man 
named David Oseng, had hired the black salesmen. When 
he heard what was going on, Oseng said in his deposition, 
he told the dealership’s top brass. Oseng said the top two 
managers “told me they were tired of all the problems with 
the [racial epithet]s. And if we hired another [racial epi¬ 
thet], [I] would be terminated.” 

Lakeside lawyer Ralph Zatzkis says the dealer didn’t 
admit any guilt and denies that anything serious hap¬ 
pened. He says the sticks, which the EEOC obtained by 
subpoena, did have writing on them, but “those weren’t 
racial remarks.” Zatzkis dismissed the episode as “horse¬ 
play.” Mohrman and the black salesmen left Lakeside and 
couldn’t be reached. Zatzkis says Lakeside’s top managers 
declined to comment. 

Frivolous harassment charges do occur, say experts, but 
they’re rare. “It takes a lot of energy to raise a complaint, 
and you can make major mistakes assuming what the em¬ 
ployees’ motives are,” warns Haven E. Cockerham, head 
of human resources at R.R. Donnelley & Sons Company, 
which is fighting a class action for alleged racial discrimi¬ 
nation and harassment that included claims of whites 
donning KKK robes. 

Consider Adelphia Communications Corporation, a 
$2.9 billion cable-TV company based in Coudersport, 
Pennsylvania. In February the EEOC filed suit on behalf 
of Glenford S. James, a 12-year veteran, and other black 
employees in the company’s Miami office. A manager 
there racially harassed minorities “on a daily basis” after 
he took over in August 1999, the suit says. The manager 
twice put a noose over James’s door, it says. Once, says the 
complaint, the manager told an employee to “order mon¬ 
key meat or whatever they eat” for James. 

In a suit tiled in June, James says that Adelphia didn’t 
stop the problem until he complained to the EEOC in 
May 2000. Then the manager was terminated or resigned. 
Adelphia declined to comment. However, its brief in the 
EEOC suit admits that the manager displayed a noose and 
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“made inappropriate statements of a racial nature.” The 
brief says Adelphia “promptly and severely disciplined” 
the manager “as a result of his actions.” The manager 
couldn’t be reached. 

REVENGE. Whites who stand up for coworkers also 
can run into trouble. Ted W. Gignilliat, a worker at the 
Marietta facility of Lockheed since 1965, says he was ha¬ 
rassed so badly for speaking up about two nooses that he 
had to take a leave of absence. He says he was threatened, 
his truck was broken into, and he got anonymous phone 
calls at work and at home—one telling him he would 
“wind up on a slab, dead.” In March 2000, a psychologist 
told Gignilliat to stop work; he went on disability leave 
until May of this year. He now works as an alarm room op¬ 
erator in the plant’s fire station. “It’s in the middle of the 
security office, with guards, but I feel they will retaliate 
against me again for stepping forward,” says Gignilliat. 

Usually, of course, minorities bear the brunt of revenge. 
Roosevelt Lewis, who delivers Wonder bread for an Inter¬ 
state Bakeries Corporation bakery in San Francisco, says 
his white superiors have been making his life miserable 
ever since he and other blacks filed a race suit in 1998. A 
jury awarded them $132 million last year (later reduced by 
a judge to $32 million). Lewis says this only exacerbated 
the behavior. “They’re trying to make you insubordinate, 
to create an excuse to fire you,” charges Lewis. He says he 


has complained to higher-ups, but the hassling continues. 

Jack N. Wiltrakis, Interstate’s head of human resources, 
says the company has a hotline to headquarters in Kansas 
City but has received no complaints. “If they have a prob¬ 
lem, it’s incumbent on them to tell us,” he says. Interstate, 
which has 34,000 workers in 64 bakeries around the 
United States, has been sued for race problems in New 
York, Orlando, Indianapolis, and Richmond, Virginia. It 
has settled the two cases, denying liability, and is still 
fighting the others, including Lewis’s. Wiltrakis says the 
suits haven’t prompted Interstate to launch new policies. 

In the end, racist behavior by employees lands at the 
door of corporate executives. They face a dilemma: if they 
admit there’s a problem, the company is exposed to law¬ 
suits and negative publicity. But denial only makes matters 
worse. Until more employers confront the rise of ugly 
racism head on, Americans will continue to see behavior 
they thought belonged to a more ignominious age. 

SOURCE: BusinessWeek online, www.businessweek.com (October 23, 

2001 ). 

Questions: 

1. Do you think racism still exists in the workplace? Why 
or why not? 

2. What can firms do to ensure that racism does not per¬ 
vade their organizations? 


Non 


1. J. Ledvinka, Federal Regulation of Personnel and 
Human Resource Management (Boston: Kent, 1982). 

2. Martin v. Wilks, 49 FEP Cases 1641 (1989). 

3. Wards Cove Packing Co. v. Atonio, FEPC 1519 
(1989). 

4. Bakke v. Regents of the University of California, 17 
FEPC 1000 (1978). 

5. Patterson v. McLean Credit Union, 49 FEPC 1814 
(1987). 

6. J. Friedman and G. Strickler, The Law of Employment 
Discrimination: Cases and Materials, 2nd ed. (Mineola, 
NY: The Foundation Press, 1987). 

7. “Labor Letter,” The Wall Street Journal (August 25, 
1987), p. 1. 

8. J. Woo, “Ex-workers Hit Back with Age-Bias Suits,” 
The Wall Street Journal (December 8, 1992), p. Bl. 

9. W. Carley, “Salesman’s Treatment Raises Bias Ques¬ 
tions at Schering-Plough,” The Wall Street Journal 
(May 31, 1995), Al. 

10. Special feature issue: “The New Civil Rights Act of 
1991 and What It Means to Employers,” Employment 
Law Update 6 (December 1991), pp. 1-12. 

11. “ADA: The Final Regulations (Title I): A Lawyer’s 




Dream/An Employer’s Nightmare,” Employment Law 
Update 16, no. 9 (1991), p. 1. 

12. “ADA Supervisor Training Program: A Must for Any 
Supervisor Conducting a Legal Job Interview,” Em¬ 
ployment Law Update 7, no. 6 (1992), pp. 1-6. 

13. Equal Employment Opportunity Commission, Uni¬ 
form Guidelines on Employee Selection Procedures, Fed¬ 
eral Register 43 (1978), pp. 38290-315. 

14. Ledvinka, Federal Regulation. 

15. R. Pear, “The Cabinet Searches for Consensus on Af¬ 
firmative Action,” The New York Times (October 27, 
1985), p. E5. 

16. McDonnell Douglas v. Green, 411 U.S. 972 (1973). 

17. UAW v. Johnson Controls, Inc. (1991). 

18. Special feature issue: “The New Civil Rights Act of 
1991,” pp. 1-6. 

19. Washington v. Davis, 12 FEP 1415 (1976). 

20. Albermarle Paper Company v. Moody, 10 FEP 1181 
(1975). 

21. R. Reilly and G. Chao, “Validity and Fairness of 
Some Alternative Employee Selection Procedures,” 
Personnel Psychology 35 (1982), pp. 1-63; J. Hunter 
and R. Hunter, “Validity and Utility of Alternative 






132 Part 1 The Human Resource Environment 


Predictors of Job Performance,” Psychological Bulletin 
96 (1984), pp. 72-98. 

22. Griggs v. Duke Power Company, 401 U.S. 424 (1971). 

23. B. Undeman and P. Grossman, Employment Discrimi¬ 
nation Law (Washington, DC: BNA Books, 1996). 

24. M. Jacobs, “Workers’ Religious Beliefs May Get New 
Attention,” The Wall Street journal (August 22, 
1995), pp. Bl, B8. 

25. Lindeman and Grossman, E mpbyment Discrimination 
Law. 

26. J. Reno and D. Thornburgh, “ADA—Not a Disabling 
Mandate,” The Wall Street Journal (July 26, 1995), p. 
A12. 

27. Woo, “Ex-workers Hit Back.” 

28. W. Johnston and A. Packer, Workforce 2000 (Indi¬ 
anapolis, IN: Hudson Institute, 1987). 

29. Bundy v. Jackson, 641 E2d 934, 24 FEP 1155 (D.C. 
Cir., 1981). 

30. L.A. Graf and M. Hemmasi, “Risqu£ Humor: How It 
Really Affects the Workplace,” HR Magazine, No¬ 
vember 1995, pp. 64-69. 

31. B. Carton, “At Jenny Craig, Men Are Ones Who 
Claim Sex Discrimination,” The Wall Street Journal 
(November 29, 1995), p. Al; “Male-on-Male Harass¬ 
ment Suit Won,” Houston Chronicle (August 12, 
1995), p. 21A. 

32. Meritor Savings Bank v. Vinson (1986). 

33. R. Paetzold and A. O’Leary-Kelly, “The Implications 
of U.S. Supreme Court and Circuit Court Decisions 
for Hostile Environment Sexual Harassment Cases,” 
in Sexual Harassment: Perspectives, Frontiers, and 
Strategies, ed. M. Stockdale (Beverly Hills, CA: 
Sage); R.B. McAfee and D.L. Deadrick, “Teach Em¬ 
ployees to Just Say ‘No’!” HR Magazine, February 
1996, pp. 586-89. 

34. C. Murray, “The Legacy of the 60’s,” Commentary, 
July 1992, pp. 23-30. 

35. D. Kravitz and J. Platania, “Attitudes and Beliefs 
about Affirmative Action: Effects of Target and of 
Respondent Sex and Ethnicity,” Journal of Applied 
Psychology 78 (1993), pp.'928-38. 

36. J. Mathews, “Rash of Unintended Lawsuits Follows 
Passage of Disabilities Act,” Houston Chronicle (May 
16, 1995), p. 15A. 

37. C. Bell, “What the First ADA Cases Tell Us,” SHRM 
Legal Report (Winter), pp. 4-7. 

38. K. Mills, “Disabilities Act: A Help, or a Needless 
Hassle,” B/CS Eagle (August 23, 1995), p. A7. 


39. V.F. Estrada, “Are Your Factory Workers Know-It- 
All?” Personnel Journal, September 1995, pp. 128-34. 

40. R.L. Simison, “Safety Last,” The Wall Street Journal 
(March 18, 1986), p. 1. 

41. J. Roughton, “Managing a Safety Program through 
Job Hazard Analysis,” Professional Safety 37 (1992), 
pp. 28-31. 

42. M.A. Verespec, “OSHA Reform Fails Again,” Indus¬ 
try Week (November 2, 1992), p. 36. 

43. R.G. Hallock and D.A. Weaver, “Controlling Losses 
and Enhancing Management Systems with TOR 
Analysis,” Professional Safety 35 (1990), pp. 24-26. 

44. H. Herbstman, “Controlling Losses the Burger King 
Way,” Risk Management 37 (1990), pp. 22-30. 

45. L. Bryan, “An Ounce of Prevention for Workplace 
Accidents,” Training and Development Journal 44 
(1990), pp. 101-2. 

46. J.F. Mangan, “Hazard Communications: Safety in 
Knowledge,” Best’s Review 92 (1991), pp. 84-88. 

47. T. Markus, “How to Set Up a Safety Awareness Pro¬ 
gram,” Supervision 51 (1990), pp. 14-16. 

48. J. Agnew and A.J. Saruda, “Age and Fatal Work- 
Related Falls,” Human Factors 35 (1994), pp- 731-36. 

49. R. King, “Active Safety Programs, Education Can 
Help Prevent Back Injuries,” Occupational Health and 
Safety 60 (1991), pp. 49-52. 

50. J.R. Hollenbeck, D.R. Ilgen, and S.M. Crampton, 
“Lower Back Disability in Occupational Settings: A 
Review of the Literature from a Human Resource 
Management View,” Personnel Psychology 45 (1992), 
pp. 247-78. 

51. T.W. Turriff, “NSPB Suggests 10-Step Program to 
Prevent Eye Injury,” Occupational Health and Safety 60 
(1991), pp. 62-66. 

52. D. Hanson, “Chemical Plant Safety: OSHA Rule 
Addresses Industry Concerns,” Chemical and Engi¬ 
neering News 70 (1992), pp. 4—5; K. Broscheit and 
K. Sawyer, “Safety Exhibit Teaches Customers and 
Employees about Electricity,” Transmission and Distri¬ 
bution 43 (1992), pp. 174—79; R. Schuch, “Good 
Training Is Key to Avoiding Boiler Explosions,” Na¬ 
tional Underwriter 95 (1992), pp. 21-22. 

53. M. Janssens, J.M. Brett, and F.J. Smith, “Confirma¬ 
tory Cross-Cultural Research: Testing the Viability of 
a Corporation-wide Safety Policy,” Academy of Man¬ 
agement Journal 38 (1995), pp. 364-82. 




1. Analyze a work- 
flow process, 
identifying the 
output, activities, 
and inputs in the 
production of a 
product or service. 


2. Understand the 
importance of job 
analysis in 
strategic and 
human resource 
management. 

3. Choose the right 
job analysis 
technique for a 
variety of human 
resource activities. 


4. Identify the tasks 
performed and 
the skills required 
in a given job. 

5. Understand the 
different 

approaches to job 
design. 


6. Comprehend the 
trade-offs among 
the various 
approaches to 
designing jobs. 


















Competing in the new 
economy has forced many 
companies, like IBM, to 
restructure their human 
resource departments into 
single, centralized groups. 

Even though these new 
departments consist of far 
fewer people, technology and 
corporate intranets enable such 
offices to replace local units 
while still remaining efficient, 
cost-effective, and most 
important, responsive. 




From Big 
Blue to 
Efficient Blue 

IBM was long known 
as "Big Blue" because 
of its size, in terms of 
both the number of 
employees and the 
amount of revenue and 
costs associated with 
its operations. How¬ 
ever, as the old saying 
goes, "the bigger they 
are, the harder they 
fall." In 1993 IBM 
racked up over $8 bil¬ 
lion in losses when it 
was blindsided by the 
switch in consumer 
preferences from main¬ 
frame computers to 
smaller, networked 
personal computers. 

The new incoming 


CEO, Lou Gerstner, 
needed to engineer 
one of the greatest 
turnarounds in modern 
business; he started 
with a new vision of 
what the company 
would become, as 
well as a strategy for 
getting where the 
company needed to 
be. The strategy had 
both an external as¬ 
pect, focused on 
changing from an 
old-fashioned manu¬ 
facturing company to a 
modern service 
provider, and an inter¬ 
nal aspect of restruc¬ 
turing operations to re¬ 
duce costs and 
promote efficiencies. 

Nowhere was this 
internal strategy 
change felt more 
strongly than in the 
human resource divi¬ 


sion. In 1993, the HRM 
function at IBM was 
large, decentralized, 
and regionally based, 
with branch offices all 
over the world employ¬ 
ing over 3,500 people. 
By the year 2000 there 
was only one single, 
centralized unit located 
in Raleigh, North Car¬ 
olina, and this unit 
employed fewer than 
1,000 people. 

The key to the suc¬ 
cessful downsizing 
effort was its emphasis 
on matching size 
changes with changes 
in structure and the 
substitution of technol¬ 
ogy for labor. Instead 
of interacting face-to- 
face with the local 
human resources of¬ 
fice, all communication 
would be technologi¬ 
cally mediated and 


directed to the central 
Raleigh facility via 
telephone, e-mail, or 
fax. Moreover, user- 
friendly software was 
developed to help 
employees answer 
their questions without 
any other human in¬ 
volvement. 

The sprawling, geo¬ 
graphically dispersed 
units were replaced 
with an efficient three- 
tier system. The first 
tier was composed of 
broadly trained human 
resource generalists 
who received tele¬ 
phone calls from any 
of IBM's 700,000 HRM 
"customers" (employ¬ 
ees) and tried to 
respond to any queries 
that could not be han¬ 
dled via the automated 
system. The second 
tier, a smaller number 





136 Part 1 The Human Resource Environment 


of highly trained 
specialists (such as in 
401k plans, OSHA re¬ 
quirements, or 
selection standards), 
took any calls that ex¬ 
ceeded the knowledge 
level of the generalists. 
Finally, the third tier 
consisted of even a 
smaller number of top 
executives charged 
with keeping the HRM 


practices in line with 
the overall corporate 
strategy being devel¬ 
oped by Gerstner. 

Amazingly, despite 
the radical downsizing 
of this unit, employee 
satisfaction with service 
actually increased to 
over 90 percent, and 
Gerstner singled out 
the reengineering of 
this department as a 


success story that 
should serve as a 
benchmark to the rest 
of the company's divi¬ 
sions. Moreover, the 
restructuring and re¬ 
design of these IBM 
jobs have formed a 
"blue"-print for many 
other HRM depart¬ 
ments in other 
organizations. 


SOURCE: S.N. Mehta, "What 
Lucent Can Learn from IBM," 
Fortune (June 25, 2001), p. 40; 

G. Flynn, "Out of the Red, Into 
the Blue," Workforce (March 

2000) , pp. 50-52; P. Gilster, 
"Making Online Self-Service 
Work," Workforce (January, 

2001) , pp. 54-61; J. Hutchins, 
"The U.S. Postal Service Delivers 
an Innovative HR Strategy," 
Workforce (October 2000), pp. 
116-118. 


••• Introduction 

In Chapter 2 we discussed the processes of strategy formulation and strategy imple¬ 
mentation. Strategy formulation is the process by which a company decides how it 
will compete in the marketplace; this is often the energizing and guiding force for 
everything it does. Strategy implementation is the way the strategic plan gets carried 
out in activities of organizational members. We noted five important components in 
the strategy implementation process, three of which are directly related to the human 
resource management function and one of which we will discuss in this chapter: the 
task or job. 1 

Many central aspects of strategy formulation address how the work gets done, in 
terms of both individual job design as well as the design of organizational structures 
that link individual jobs to each other and the organization as a whole. The way a 
firm competes can have a profound impact on the ways jobs are designed and how 
they are linked via organizational structure. In turn, the fit between the company's 
structure and environment can have a major impact on the firm's competitive success. 

For example, if a company wants to compete via a low-cost strategy, it needs to 
maximize efficiency. Efficiency is maximized by breaking jobs down into small, simple 
components that are executed repetitively by low-wage, low-skilled workers. Effi¬ 
ciency is also enhanced by eliminating any redundancy of support services, so that 
jobs are structured into functional clusters where everyone in the cluster is perform¬ 
ing similar work. (Thus all marketing people work together in a single unit, all engi¬ 
neering personnel work together in a single unit, and so on.) People working together 
within these functional clusters learn a great deal about how the function can be used 
to leverage their skills into small amounts of increased efficiency via continuous, evo¬ 
lutionary improvements. In our opening story, when IBM moved all of its regional 
human resources people into a single centralized location in North Carolina, it was 
trying to achieve this type of efficiency. 

On the other hand, if a company wants to compete via innovation, it needs to 
maximize flexibility. Flexibility is maximized by aggregating work into larger, holistic 
pieces that are executed by teams of higher-wage, higher-skilled workers. Flexibility 
is also enhanced by giving the units their own support systems and decision-making 
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authority to take advantage of local opportunities in regional or specialized product 
markets. People working together in these cross-functional clusters generate a greater 
number of creative and novel ideas that can be leveraged into more discontinuous, 
revolutionary improvements. Thus, although IBM's new centralized structure may be 
more efficient, it is less able to take advantage of opportunities or identify threats that 
might occur in local areas (such as a change in the state labor laws of California) in 
the same manner that it might have been able to back when it was decentralized. 

Thus, it should be clear from the outset of this chapter that there is no "one best 
way" to design jobs and structure organizations. The organization needs to create a fit 
between its environment, competitive strategy, and philosophy on the one hand, with 
its jobs and organizational design on the other. As the story that opened this chapter 
shows, IBM was out to maximize efficiencies in its HRM department because this was 
not seen as its core business. At the same time it was centralizing human resource 
management, however, IBM was decentralizing its sales staff to take better advantage 
of unique opportunities in different sectors of the computer systems market (creating 
separate, autonomous sales units for small business sales, large accounts, government 
accounts, and educational customers). 

This chapter discusses the analysis and design of work and. in doing so, lays out 
some considerations that go into making informed decisions about how to create and 
link jobs. The chapter is divided into three sections, the first of which deals with "big- 
picture” issues related to work-flow analysis and organizational structure. The re¬ 
maining two sections deal with more specific, lower-level issues related to job analy¬ 
sis and job design. 

The fields of job analysis and job design have extensive overlap, yet in the past 
they have been treated differently.2 Job analysis has focused on analyzing existing jobs 
to gather information for other human resource management practices such as selec¬ 
tion, training, performance appraisal, and compensation) Job design, on the other 
hand, has focused on redesigning existing jobs to make them more efficient or more 
motivating to jobholders.4 Thus job design has had a more proactive orientation to¬ 
ward changing the job, whereas job analysis has had a passive, information-gathering 
orientation. However, as we will show in this chapter, these two approaches are in¬ 
terrelated. 


Work-Flow Analysis 
and Organization Structure 

In the past, HR professionals and line managers have tended to analyze or design a 
particular job in isolation from the larger organizational context. Work'flow design is 
the process of analyzing the tasks necessary for the production of a product or service, 
prior to allocating and assigning these tasks to a particular job category or person. 
Only after we thoroughly understand work-flow design can we make informed deci¬ 
sions regarding how to initially bundle various tasks into discrete jobs that can be ex¬ 
ecuted by a single person. 

Organization structure refers to the relatively stable and formal network of vertical 
and horizontal interconnections among jobs that constitute the organization: Only 
after we understand how one job relates to those above (supervisors), below (sub¬ 
ordinates), and at the same level in different functional areas (marketing versus 
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production) can we make informed decisions about how to redesign or improve jobs 
to benefit the entire organization. 

Finally, work-flow design and organization structure have to be understood in 
the context of how an organization has decided to compete. Both work-flow design 
and organization structure can be leveraged to gain competitive advantage for 
the firm, but how one does this depends on the firm's strategy and its competitive 
environment. 


Work-Flow Analysis 

As we noted in Chapter 1, the institution of the Malcolm Baldrige National Quality 
award resulted in the development of many TQM programs in U.S. businesses. A 
theme common to nearly all quality programs is the need to identify clearly the out¬ 
puts of work, to specify the quality standards for those outputs, and to analyze the 
processes and inputs necessary for producing outputs that meet the quality standards. 8 
This conception of the work-flow process is useful for TQM because it provides 
a means for the manager to understand all the tasks required to produce a high- 
quality product as well as the skills necessary to perform those tasks. This work-flow 
process is depicted in Figure 4.1. In this section we present an approach for analyzing 
the work process of a department as a means of examining jobs in the context of an 
organization. 


FIGURE 4.1 

Developing a Work- 
Unit Activity Analysis 


Raw Inputs 

What materials, 
data, and 
information are 
needed? 


Equipment 

What special 
equipment, 
facilities, and 
systems are 
needed? 



Human Resources 

What knowledge, 
skills, and abilities 
are needed by 
those performing 
the tasks? 
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Analyzing Work Outputs 

Every work unit-whether a department, team, or individual-seeks to produce some 
output that others can use. An output is the product of a work unit and is often an 
identifiable thing, such as a completed purchase order, an employment test, or a hot, 
juicy hamburger. However, an output can also be a service, such as the services pro¬ 
vided by an airline that transports you to some destination, a housecleaning service 
that maintains your house, or a baby-sitter who watches over your children. 

We often picture an organization only in terms of the product that it produces, and 
then we focus on that product as the output. For example, we could easily identify the 
output of IBM in the 1980s as being computers-a physical object. As a provider of 
services, IBM now produces output that is more difficult to conceptualize. Moreover, 
even producing computers requires many work units, each generating a variety of out¬ 
puts; and each of these work units has a number of individuals who generate some 
work output. Thus an important determinant of the effectiveness of any organization 
is the efficiency and effectiveness with which it produces the many products within 
the various work units. 

However, merely identifying an output or set of outputs is not sufficient. Once 
these outputs have been identified, it is necessary to specify standards for the quantity 
or quality of these outputs. For example, a recently developed productivity improve¬ 
ment technique known as ProMES (productivity measurement and evaluation sys¬ 
tem) focuses attention on both identifying work-unit outputs and specifying the lev¬ 
els of required performance for different levels of effectiveness. 6 With ProMES, the 
members of a work unit identify each of the products (outputs) of the work unit for 
the various customers. They then evaluate the effectiveness of each level of products 
in the eyes of their customers. 

The identification of work outputs has only recently gained attention among HRM 
departments. As discussed in Chapter 2, HR executives have begun to understand the 
role of the HRM department as they have attempted to analyze their customers in¬ 
side the company and the products that those customers desire from the HRM func¬ 
tion. 7 This has given HR managers a clearer understanding of the specific products 
that they supply to the company and allows them to focus on producing high-quality 
products. Without an understanding of the output of a work unit, any attempt at in¬ 
creasing work-unit effectiveness will be futile. 


Analyzing Work Processes- 

Once the outputs of the work unit have been identified, it is possible to examine the 
work processes used to generate the output. The work processes are the activities that 
members of a work unit engage in to produce a given output. Every process consists 
of operating procedures that specify how things should be done at each stage of the 
development of the product. These procedures include all the tasks that must be per¬ 
formed in the production of the output. The tasks are usually broken down into those 
performed by each person in the work unit. 

Again, to design work systems that are maximally efficient, a manager needs to un¬ 
derstand the processes required in the development of the products for that work unit. 
Often, as work loads increase within a work group, the group will grow by adding po¬ 
sitions to meet these new requirements. However, when the work load lighten-, mem¬ 
bers may take on tasks that do not relate to the work unit's product in an effort to ap¬ 
pear busy. Without a clear understanding of the tasks necessary to the production of 
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an output, it is difficult to determine whether the work unit has become overstaffed. 
Understanding the tasks required allows the manager to specify which tasks are to be 
carried out by which individuals and eliminate tasks that are not necessary for the de¬ 
sired end. This ensures that the work group maintains a high level of productivity. 

For example, Microsoft, currently the most successful computer software company 
in the world, strategically manages the design of the total work-flow process for 
competitive advantage. To maintain the sense of being an underdog, Microsoft 
deliberately understaffs its product teams in "small bands of people with a mission.” 
This ensures both a lean organization and high levels of motivation. 8 Other organi¬ 
zations keep staffing levels low by substituting technology for labor in the production 
process. Indeed, as the "Competing through Globalization” box shows, in an age of 
globalization, this type of substitution may be critical in keeping U.S. jobs from mov¬ 
ing overseas. 

Although this substitution was often focused formerly on production employees, 
more recently, the focus has been on eliminating midlevel managers. For example, at 
Unifi Inc., a textile producer, factory equipment is connected via high-speed data 
lines so that shop floor data can be relayed in real time to analysts at corporate head¬ 
quarters, eliminating the need for local supervisors. 9 This kind of remote monitoring 
is becoming especially popular in multinational corporations as a means of standard¬ 
izing work outputs. Although not all employees respond positively to technological 
changes in the nature of work, such changes are becoming increasingly critical in 
competing in the contemporary business environment. 10 


Analyzing Work Inputs 

The final stage in work-flow analysis is to identify the inputs used in the development 
of the work unit's product. For example, assume that you were assigned a paper titled 
"The Importance of Human Resources to Organizational Performance." The output 
of your work process will be a paper that you will turn in to the professor. To produce 
this paper, you must perform a number of tasks, such as conducting research, reading 
articles, and writing the paper. What, however, are the inputs? As shown in Figure 
4.1, these inputs can be broken down into the raw materials, equipment, and human 
skills needed to perform the tasks. Raw materials consist of the materials that will be 
converted into the work unit's product. Thus, for your assignment, the raw materials 
would be the information available in the library regarding the various effects of 
human resources on organizational performance. 

Equipment refers to the technology and machinery necessary to transform the raw 
materials into the product. As you attempt to develop your paper, you may use the li¬ 
brary computer search system to get a list of recent articles on the relationship be¬ 
tween human resources and organizational performance. In addition, once you sit 
down to write, you will most likely have to use either a word processor or a personal 
computer to put your thoughts on paper. 

The final inputs in the work-flow process are the human skills and efforts necessary 
to perform the tasks. Many skills are required of you in producing your paper. For ex¬ 
ample, you need to know how to use the library computer search facilities, you need 
some typing skill (or the phone number of a good typist), and you definitely need the 
ability to reason and write. Of course, in many situations where the work that needs 
to be done is highly complex, no single individual is likely to have all the required 
skills. In these situations, the work may be assigned to a team, and team-based job de¬ 
sign is becoming increasingly popular in contemporary organizations. 11 In addition to 




If you were to travel to China 
and visit any subcontractor's 
factory in the athletic shoe 
industry, such as Nike or 
Reebok, you might think you 
had also ventured back in time 
to the 19th century. Teenage 
girls with little education and 
few skills work six 12-hour days 
each week, stooped over 
sewing machines much like 
those your great-grandparents 
might have used. The fact that 
these women work for 20 to 40 
cents an hour certainly keeps 
production costs lower than 
one could ever hope to obtain 
in the United States, where the 
federal minimum wage is now 
over $5 an hour. 

Because of this cost differen¬ 
tial, many employers of low- 
skilled labor have moved jobs 
out of this country into other 
countries such as China, Viet¬ 
nam, and Mexico in order to 
achieve competitive advantage 
in the marketplace. Although • 
this may help the company's 
shareholders and keep prices ' 
down for consumers, many U.S. 
workers have been displaced 
from their jobs in this process, 
in addition, moving jobs to 
whatever country is willing to 
tolerate the most abusive work 
practices puts no pressure on 
employers to raise employment 
standards for those working in 
sweatshops. 


The degree to which 
workers, both U.S. and foreign, 
are going to let this continue is 
now being questioned. Violent 
riots and protests were seen at 
the 1999 and 2000 World Trade 
Organization and International 
Monetary Fund/World Bank 
meetings. Statistics from the 
U.S. Commerce Department 
indicate that over 1 million 
Americans lose their jobs every 
year to globalization, and as 
one analyst has noted, a strong 
majority of the U.S. public feels 
that U.S. trade policies have not 
adequately addressed the 
concerns of American workers. 

In the midst of all this con¬ 
troversy, however, one U.S. 
company is rewriting the rules 
of competitive advantage. In¬ 
stead of moving their low-skill 
jobs to low-wage, low-labor- 
standard countries, New 
Balance Athletic Shoes Inc. is 
improving the jobs. The New 
Balance factory in Norridge- 
wock, Maine, stands as a stark 
contrast to those in China. 
Well-educated employees, 
cross-trained in all tasks and 
working in teams, use auto¬ 
mated equipment that operates 
over 20 sewing machines simul¬ 
taneously. Most remarkably, 
these workers earn over $14 an 
hour rather than the 40 cents 
made by those working off¬ 
shore. 


New Balance can afford to 
pay these wages because it 
uses technology to increase the 
efficiency of its workers. 
Compared to Chinese facilities 
that produce one pair of shoes 
every three hours, the New 
Balance factory in Maine 
produces one pair of shoes 
every 20 minutes. Although the 
labor costs per shoe are still 
lower in China than in Maine 
($1.30 versus $4.00 a pair), this 
is only a small percentage for a 
shoe that sells for $70. 
Moreover, New Balance can 
offset this by reduced 
transportation costs, faster 
order refilling, and more 
flexible style changes. This 
competitive strategy means 
that New Balance must 
constantly be on the watch for 
labor-saving technological 
developments, however, 
because as Herb Spivak, head 
of operations, notes, "Asian 
labor is so inexpensive that 
they can waste it—ours is so 
dear that we have to come up 
with techniques to be very 
efficient." 

SOURCE: D. Shook, "Why Nike Is Dragging 
Its Feet," BusinessWeek Online (March 19, 
2001); A. Bernstein, "Backlash: Behind the 
Anxiety over Globalization," BusinessWeek 
(April 20, 2000),_pp. 38-43; A. Bernstein, 
"Low Skilled Jobs: Do They Have to Move?" 
BusinessWeek (February 26, 2001). 
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providing a wider set of skills, team members can back each other up, share work 
when any member becomes overloaded, and catch each others errors. Indeed, as the 
“Competing through High-Performance Work Systems” box shows, this aspect o 
teams is becoming increasingly important in many high-risk organizations in the 
medical, military, and aviation industries. Teams are not a panacea, however, and tor 
teams to be effective, it is essential that the level of task interdependence how much 
they have to cooperate) matches the level of outcome interdependence (how much 

they share the reward for task accomplishment). 12 

It is important to note that a flawed product can be caused by deficiencies at any 
phase in production. For example, if you fail to spell-check your paper before turning 
it in, you may receive a lower grade. Similarly, if you cannot obtain the best raw ma¬ 
terials (if you cannot find the right articles), do not use the proper equipment (the 
computer is down), or do not possess the necessary skills (you do not write well), your 
paper will receive less than the maximum grade. 


Organization Structure 

Whereas work-flow design provides a longitudinal overview of the dynamic relation¬ 
ships by which inputs are converted into outputs, organization structure provides 
a cross-sectional overview of the static relationships between individuals and units 
that create the outputs. Organization structure is typically displayed via organiza¬ 
tional charts that convey both vertical reporting relationships and horizontal tunc- 
tional responsibilities. 


Centralization 

Degree to which 
decision-making 
authority resides at 
the top of the 
organizational chart. 


Departmentalization 

Degree to which 
work units are 
grouped based on 
functional similarity 
or similarity of work 
flow. 


Dimensions of Structure 

Two of the most critical dimensions of organization structure are centralization and 
departmentation. Centralization refers to the degree to which decision-making au¬ 
thority resides at the top of the organizational chart as opposed to being distributed 
throughout lower levels (in which case authority is decentralized). Departmentaliza¬ 
tion refers to the degree to which work units are grouped based on functional simi¬ 
larity or similarity of work flow. , . . 

For example, a school of business could be organized around functional similarity 

so that there would be a marketing department, a finance department, and an ac¬ 
counting department, and faculty within these specialized departments would each 
teach their area of expertise to all kinds of students. Alternatively, one could organ¬ 
ize the same school around work-flow similarity, so that there would be an under¬ 
graduate unit, a graduate unit, and an executive development unit. Each of these 
units would have its own marketing, finance, and accounting professors who taught 
only their own respective students and not those of the other units. 


Structural Configurations , , 

Although there are an infinite number of ways to combine centralization and dep art 
mentalization, two common configurations of organization structure tend to emerge 
in organizations. The first type, referred to as a functional structure, is shown in Figure 
4 2 A functional structure, as the name implies, enpploys a functional departmenta - 
ization scheme with relatively high levels of centralization. High levels of 
centralization tend to go naturally with functional departmentalization because in¬ 
dividual units in the structures are so specialized that members of the unit may have 
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When Reggie Peterson showed 
up at the emergency depart¬ 
ment of his local university 
medical center, he was display¬ 
ing flulike symptoms. He was 
tested and examined first by a 
nurse, who suspected he had 
meningitis, an inflammation of 
the brain. A doctor who subse¬ 
quently examined him 
diagnosed the problem as sim¬ 
ple flu and sent him home, 
recommending rest and plenty 
of fluids. Six hours later, Peter¬ 
son died of spinal meningitis. 
Unfortunately, the nurse who 
suspected meningitis was not 
working alongside the doctor, 
and because she was earlier 
chastised by this same doctor 
for not "sticking to nursing" 
she never shared her opinions 
with him. 

According to a recent study 
by the Institute of Medicine, an 
arm of the National Academy 
of Sciences, this type of med¬ 
ical error occurs all too 
frequently in today's hospitals 
and medical centers. Our 
widely distributed, fragmented 
health care system, along with 
secretive and unpublicized er¬ 
rors, makes it hard for the 
general public to appreciate 
the problem. However, if all the 
errors in U.S. hospitals were ag¬ 
gregated daily, the Institute of 
Medicine likened the situation 
to that of a 747 airplane crash¬ 
ing every single day. 


One solution to this problem 
offered by the National Acad¬ 
emy of Sciences was to 
organize work around teams, as 
opposed to individual doctors 
and nurses. For example, Sub¬ 
urban Hospital in Bethesda, 
Maryland, has adopted a team- 
based approach in its Intensive 
Care Unit (ICU). Each team in¬ 
cludes an ICU specialist, a 
pharmacist, a nutritionist, a so¬ 
cial worker, a nurse, a 
respiratory specialist, and a 
chaplain who go room-to-room 
each morning, visiting every pa¬ 
tient—sometimes accompanied 
by a family member. The team 
meets with each patient's bed¬ 
side nurse to discuss and 
debate the best action for this 
patient from all possible angles. 

This focus on teamwork has 
a long tradition in other high- 
pressure work contexts such as 
aviation and the military, and it 
is increasingly being adopted in 
many businesses and industries. 
Indeed, enhanced communica¬ 
tion technologies such as 
e-mail, teleconferencing, and 
videoconferencing have al¬ 
lowed the creation of "virtual 
teams^ that work together de¬ 
spite being separated in space 
and time. The use of these 
technologies eliminates the 
need for travel and allows or¬ 
ganizations to put together the 
best teams possible, free of tra¬ 
ditional constraints. 


At Suburban Hospital, this 
team-based approach is 
credited with reducing errors, 
shortening the time patients 
spend in the small (12-bed) ICU 
unit, and improving the 
communication between 
patients, their families, and the 
medical staff. It also has 
reduced the time patients 
spend on ventilators by 25 
percent, which is critical 
because the use of ventilators 
increases the chances of 
pneumonia, which, in turn, 
greatly increases both costs and 
the chance of patients dying. 
Indeed, the cost savings from 
avoiding complications more 
than offsets the increased 
expense associated with team 
formation, and this does not 
even calculate the reduced 
amount of human suffering. As 
Dr. Joseph Fontan, an ICU 
specialist at Suburban, notes, 
"It's good to have people with 
different backgrounds and 
opinions looking at the same 
problem—it makes a huge 
difference because small 
problems that can turn into big 
ones are headed off early." 

SOURCE: J. Appleby and R. Davis, 
"Teamwork Used to Be a Money Saver; Now 
It's a Lifesaver," USA Today (March 1, 2001), 
pp. B1-B2; L. Kohn, J. Corrigan, and M. 
Donaldson, To Err Is Human: Building a Safer 
Health System (Washington, DC: National 
Academy Press, 2001); C. M. Solomon, 
"Managing Virtual Teams," Workforce {June 
2001), pp. 61-65. 
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FIGURE 4.2 

The Functional Structure 
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Assembly workers 


SOURCE: Adapted from J. A. Wagner and J. R. Hollenbeck, Organizational Behavior: Securing Competitive Advantage, 3rd 
ed. Prentice-Hall. Reprinted with permission. 


a weak conceptualization of the overall organization mission. Thus, they tend to 
identify with their department and cannot always be relied on to make decisions that 
are in the best interests of the organization as a whole. 

Alternatively, a second common configuration is a divisional structure, three exam¬ 
ples of which are shown in Figures 4-3, 4-4, and 4-5. Divisional structures combine a 
work-flow departmentalization scheme with relatively low levels of centralization. 
Units in these structures act almost like separate, self-sufficient, semi-autonomous or¬ 
ganizations. The organization shown in Figure 4-3 is divisionally organized around dif¬ 
ferent products; the organization shown in Figure 4-4 is divisionally organized around 
geographic regions; and the organization shown in Figure 4-5 is divisionally organized 
around different clients. 

Because of their work-flow focus, their semi-autonomous nature, and their prox¬ 
imity to a homogeneous consumer base, divisional structures tend to be more flexible 
and innovative. They can detect and exploit opportunities in their respective 
consumer base faster than the more centralized functionally structured organizations. 
The perceived autonomy that goes along with this kind of structure also means that 
most employees prefer it and feel they are more fairly treated than when they are 




















FIGURE 4.3 

Divisional Structure: Product Structure 
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SOURCE: Adapted from J. A. Wagner and J. R. Hollenbeck, Organizational Behavior: Securing Competitive Advantage, 3rd ed. 
Prentice-Hall. Reprinted with permission. 


FIGURE 4.4 

Divisional Structure: Geographic Structure 



SOURCE: Adapted from J. A. Wagner and J. R. Hollenbeck, Organizational Behavior: Securing Competitive 
Advantage, 3rd ed. Prentice-Hall. Reprinted with permission. 


FIGURE 4.5 

Divisional Structure: Client Structure 
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subject to centralized decision-making structures. 13 However, on the downside, divi¬ 
sional structures are not very efficient because of the redundancy associated with each 
group carrying its own functional specialists. Also, divisional structures can "self- 
cannibalize” if the gains achieved in one unit come at the expense of another unit 
(for example, if sales in one General Motors unit like Oldsmobile come at the ex¬ 
pense of another GM unit like Chevrolet). 

Alternatively, functional structures are very efficient, with little redundancy across 
units, and provide little opportunity for self-cannibalization. As you may recall from 
our opening story, IBM was trying to avoid these kinds of inefficiencies when it 
shifted from a decentralized divisional structure to a more centralized functional 
structure for its human resource management. However, these structures tend to be 
inflexible and insensitive to subtle differences across products, regions, or clients. So, 
for example, in 1999, when Microsoft changed its structure, it went from a relatively 
centralized and functional form to a decentralized divisional form in order to increase 
its flexibility in different markets. Prior to the shift, Microsoft had two divisions split 
along technology lines-one for applications and one for operating systems. The new 
structure created six semi-autonomous units: one for conducting research and five 
others aimed directly at different sectors of the market, including corporate cus¬ 
tomers, knowledge workers, corporate programmers, home applications, and small 
business owners. 14 Thus, in general, no one structure is always the best. 

Functional structures are most appropriate in stable, predictable environments, 
where demand for resources can be well anticipated and coordination requirements 
between jobs can be refined and standardized over consistent repetitions of activity. 
This type of structure also helps support organizations that compete on cost, because 
efficiency is central to make this strategy work. Divisional structures are most appro¬ 
priate in unstable, unpredictable environments, where it is difficult to anticipate de¬ 
mands for resources, and coordination requirements between jobs are not consistent 
over time. This type of structure also helps support organizations that compete on dif¬ 
ferentiation or innovation, because flexible responsiveness is central to making this 
strategy work. Indeed, in the words of Microsoft founder Bill Gates, "we are now hold¬ 
ing the leaders of our new business divisions accountable to think and act as if they 
are independent businesses so that will give us the flexibility to respond more quickly 
to changes in technology and the marketplace.”15 


Structure and the Nature of Jobs 

Finally, moving from big-picture issues to lower-level specifics, the type of organiza¬ 
tion 'structure also has implications for the design of jobs. Jobs in functional structures 
need to be narrow and highly specialized, and people tend to work alone. Workers in 
these structures (even middle managers) tend to have little decision-making author¬ 
ity or responsibility for managing coordination between themselves and others. Jobs 
in divisional structures need to be more holistic, with people working in teams that 
tend to have greater decision-making authority. 

In our next section we cover specific approaches for analyzing and designing jobs. 
Although all of these approaches are viable, each focuses on a single, isolated job. 
These approaches do not necessarily consider how that single job fits into the overall 
work flow or structure of the organization. Thus, to use these techniques effectively, 
we have to understand the organization as a whole. Without this big-picture appreci¬ 
ation, we might redesign a job in a way that might be good for that one job but out 
of line with the work flow, structure, or strategy of the organization. 
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••• Job Analysis 

Job analysis refers to the process of getting detailed information about jobs. 16 Job 
analysis has deep historical roots. For example, in his description of the "just" state, 
Socrates argued that society needed to recognize three things. First, there are indi¬ 
vidual differences in aptitudes for work, meaning that individuals differ in their abil¬ 
ities. Second, unique aptitude requirements exist for different occupations. Third, to 
achieve high-quality performance, society must attempt to place people in occupa¬ 
tions that best suit their aptitudes. In other words, for society (or an organization) to 
succeed, it must have detailed information about the requirements of jobs (through 
job analysis) and it must ensure that a match exists between the job requirements and 
individuals' aptitudes (through selection) .17 

Whereas Socrates was concerned with the larger society, it is even more important 
for organizations to understand and match job requirements and people to achieve 
high-quality performance. This is particularly true in today's competitive market¬ 
place. Thus the information gained through job analysis is of utmost importance; it 
has great value to both human resource and line managers. 


Job analysis 
The process of 
getting detailed 
information about 
jobs. 


The Importance of Job Analysis to HR Managers 

Job analysis is such an important activity to HR managers that it has been called the 
building block of everything that personnel does. ls This statement refers to the fact 
that almost every human resource management program requires some type of infor¬ 
mation that is gleaned from job analysis: selection, performance appraisal, training 
and development, job evaluation, career planning, work redesign, and human re¬ 
source planning. 16 

Work Redesign. As previously discussed, job analysis and job design are interrelated. 
Often a firm will seek to redesign work to make it more efficient or effective. To redesign 
the work, detailed information about the existing job(s) must be available. In addition, 
redesigning a job will, in fact, be similar to analyzing a job that does not yet exist. 

Human Resource Planning. In human resource planning, planners analyze an orga¬ 
nization's human resource needs in a dynamic environment and develop activities 
that enable a firm to adapt to change. This planning process requires accurate infor¬ 
mation about the levels of skill required in various jobs to ensure that enough indi¬ 
viduals are available in the organization to meet the human resource needs of the 
strategic plan.2° 

Selection. Human resource selection identifies the most qualified applicants for em¬ 
ployment. To identify which applicants are most qualified, it is first necessary to de¬ 
termine the tasks that will be performed by the individual hired and the knowledge, 
skills, and abilities the individual must have to perform the job effectively. This in¬ 
formation is gained through job analysis.2 1 

Training. Almost every employee hired by an organization will require training. 
Some training programs may be more extensive than others, but all require the trainer 
to have identified the tasks performed in the job to ensure that the training ",ill pre¬ 
pare individuals to perform their jobs effectively,zz 

Performance Appraisal. Performance appraisal deals with getting information about 
how well each employee is performing in order to reward those who are effective. 
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Job description 

A list of the tasks, 
duties, and 
responsibilities that 
a job entails. 


improve the performance of those who are ineffective, or provide a written justifica¬ 
tion for why the poor performer should be disciplined. Through job analysis, the or¬ 
ganization can identify the behaviors and results that distinguish effective perform¬ 
ance from ineffective performance,23 

Career Planning. Career planning entails matching an individual's skills and aspira¬ 
tions with opportunities that are or may become available in the organization. This 
matching process requires that those in charge of career planning know the skill re¬ 
quirements of the various jobs. This allows them to guide individuals into jobs in 
which they will succeed and be satisfied. 

Job Evaluation. The process of job evaluation involves assessing the relative dollar 
value of each job to the organization to set up internally equitable pay structures. If 
pay structures are not equitable, employees will be dissatisfied and quit, or they will 
not see the benefits of striving for promotions. To put dollar values on jobs, it is nec¬ 
essary to get information about different jobs to determine which jobs deserve higher 
pay than others.24 

The Importance of Job Analysis to Line Managers 

Job analysis is clearly important to the HR department's various activities, but it may 
not be as clear why it is important to line managers. There are many reasons. First, 
managers must have detailed information about all the jobs in their work group to un¬ 
derstand the work-flow process. Earlier in this chapter we noted the importance of un¬ 
derstanding the work-flow process-specifically, identifying the tasks performed and 
the knowledge, skills, and abilities required to perform them. In addition, an under¬ 
standing of this work-flow process is essential if a manager chooses to redesign certain 
aspects to increase efficiency or effectiveness. 

Second, managers need to understand the job requirements to make intelligent 
hiring decisions. Very seldom do employees get hired by the human resource depart¬ 
ment without a manager's input. Managers will often interview prospective applicants 
and recommend who should receive a job offer. However, if the manager does not 
clearly understand what tasks are performed on the job and the skills necessary to per¬ 
form them, the hiring decision may result in employees whom the manager "likes" but 
who are not capable of performing the job successfully. 

Third, a manager is responsible for ensuring that each individual is performing satis¬ 
factorily (or better). This requires the manager to evaluate how well each person is per¬ 
forming and to provide feedback to those whose performance needs improvement. 
Again, this requires that the manager clearly understand the tasks required in every job. 


Job Analysis Information 
Nature of Information 

Two types of information are most useful in job analysis: job descriptions and job spec¬ 
ifications. A job description is a list of the tasks, duties, and responsibilities (TORs) 
that a job entails. TORs are observable actions. For example, a clerical job requires 
the jobholder to type. If you were to observe someone in that position for a day, you 
would certainly see some typing. When a manager attempts to evaluate job perform¬ 
ance, it is most important to have detailed information about the work performed in 
the job (that is, the TORs). This makes it possible to determine how well an indi¬ 
vidual is meeting each job requirement. Table 4.1 shows a sample job description. 
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Job Title: Maintenance Mechanic 

General Description of Job: General maintenance and repair of all equipment 
used in the operations of a particular district. Includes the servicing of company 
vehicles, shop equipment, and machinery used on job sites. 

7. Essential Duty (40%): Maintenance of Equipment 
Tasks: Keep a log of all maintenance performed Oiieqs 
and fluids according to maintenance schedule. Regularly < 
loads for deviances that may indicate problems with equip 
nonroutine maintenance as required. May involve limited : 
training of operators performing maintenance. 

2. Essential Duty (40%): Repair of Equipment 

Tasks: Requires inspection of equipment and a recommendation that a piece 
be scrapped or repaired. If equipment is to be repaired, mechanic will take 
whatever steps are necessary to return the piece to working order. This may 
include a partial or total rebuilding of the piece using various hand tools and 
equipment. Will primarily involve the overhaul and troubleshooting of diesel 
engines and hydraulic equipment. 

3. Essential Duty (10%): Testing and Approval 
Tasks: Ensure that all required maintenance and repair,! 
and that it was performed according to manufacturer : 
or reject equipment as being ready for use on a job. 

Essential Duty (10%): Maintain Stock 

Tasks: Maintain inventory of parts needed for the maintenance and repair of 
equipment. Responsible for ordering satisfactory parts and supplies at the 
lowest possible cost. 
fifanesseniiilFunctions 
sr duties as assigned. 



TABLE 4.1 

A Sample Job 
Description 


A job specification is a list of the knowledge, skills, abilities, and other character¬ 
istics (KSAOs) that an individual must have to perform the job. Knowledge refers to 
factual or procedural information that is necessary for successfully performing a task. 
A skill is an individual’s level of proficiency at performing a particular task. Ability 
refers to a more general enduring capability that an individual possesses. Finally, other 
characteristics might be personality traits such as one’s achievement motivation or per¬ 
sistence. Thus KSAOs are characteristics about people that are not directly observ¬ 
able; they are observable only when individuals are carrying out the TDRs of the job. 
If someone applied for the clerical job discussed, you could not simply look at the in¬ 
dividual to determine whether he or she possessed typing skills. However, if you were 
to observe that individual typing something, you could assess the level of typing skill. 
When a manager is attempting to fill a position, it is important to have accurate in¬ 
formation about the characteristics a successful jobholder must have. This requires fo¬ 
cusing on the KSAOs of each applicant. The “Competing by Meeting Stakeholders’ 
Needs” box illustrates the unique KSAOs of graveyard-shift workers. 


Job specification 

A list of the 
knowledge, skills, 
abilities, and other 
characteristics 
(KSAOs) that an 
individual must have 
to perform a job. 


Sources of Job Analysis Information 

In performing the job analysis, one question that often arises is, Who should make 
up the group of incumbents that are responsible for providing the job analysis infor¬ 
mation? Whatever job analysis method you choose, the process of job analysis entails 




COMPETING 
BY MEETING 
STAKEHOLDERS' 
NEEDS 



One area where it is difficult to 
balance the needs of employ¬ 
ers, employees, and consumers 
is where there is a need to run 


Staying Alive on the 
Graveyard SHift: Beyond 
the Traditiodal KSAOs 


of sunlight and darkness, and 
when the two are not synchro¬ 
nized, bodily functions become 
impaired. Indeed, evidence 


that left on their own, they pre¬ 
fer to sleep late in the morning 
and stay up until very late at 
night. Second, they tend to be 


operations 24 hours a day. For 
example, employers may have 
expensive equipment that for 
efficiency's sake cannot lie idle 
overnight. In other cases, the 
need is generated by con¬ 
sumers who demand services 
around the dock, such as secu¬ 
rity or healdi care. The in¬ 
creased globalization of work 
also meara that consumers or 
coworkers are sometimes in dif¬ 
ferent time zones, which can 
generate non-traditional work¬ 
ing hours. 

When the job description en¬ 
tails working night shifts, the 
job ^jeciftcations have to re- 

Human beings are not 
animals, so working 
at nigi$ ts not a natural activity 
for B j flS tf r ep ple. Virtually all of 
the badjlE functions are influ- 
enoM^pk^cadian rhythms reg- 
ula«»ig||ilv%ftemal biological 
clodttPpHiitoijiil dock, in * 
turn, is «(iAl*i|noad by patterns 


suggests that people working 
the graveyard shift between 10 
to 11 p.m. and 6 to 7 a.m. are 
more likely to have health prob¬ 
lems than other employees 
doing the same work. These 
problems include fatigue, 
sleeping disorders, depression, 
obesity, some types of cancer, 
and increased risk of coronary 
disease. People who work at 
night have also been found to 
be more accident-prone and 
have higher absenteeism and 
turnover rates. 

Fortunately, however, there 
seems to be wide variability in 
how people respond to this dis¬ 
ruptive activity* and if this is 
taken into consideration when 
writing job specifications, some 
of these problems may be re¬ 
duced. Research shows that 
people who are effective work¬ 
ing at night tend to share a 
number of characteristics. First, 
they are "night owls," meaning 


people who can sleep easily at 
different times of the day and 
like to take naps. Third, they 
exercise regularly and hence do 
not compound the physical 
problems associated with night 
work with problems caused by 
inactive lifestyles. Finally, effec¬ 
tive shift workers either have 
few inflexible nonwork responsi¬ 
bilities (such as child day care) 
or have a dedicated support 
network that allows them to 
work irregular hours. Thus, 
when it comes to working the 
graveyard shift, worker health 
depends a great deal on devel¬ 
oping the right job specifica¬ 
tions, and dealing with noctur- 
nality may be the most critical 
KSAO. 

SOURCE: G. Koretz, "Perils of the Graveyard 
Shift: Poor Health and Low Productivity," 
Business Week (March 10, 1997), p. 22; C.R. 
Maiwald, J.L. Pierce, and J.W. Newstrom, 
"Workin' 8 p.m. to 8 a.m. and Lovin' Every 
Minute of It," Workforce, July 1997, pp. 
30-36. 



obtaining information from people familiar with the job. We refer to these people as 
subject-matter experts because they are experts in their knowledge of the job. 

In general, it will be useful to go to the job incumbent to get the most accurate in¬ 
formation about what is actually done on the job. This is especially the case when it 
is difficult to monitor the person who does the job. (As the “Competing through 
High-Performance Work Systems” box shows, this is becoming more prevalent with 
today’s technology.) However, particularly when the job analysis will be used for 
compensation purposes, incumbents might have an incentive to exaggerate their du¬ 
ties. Thus, you will also want to ask others familiar with the job, such as supervisors, 


150 








Prior to the Industrial 
Revolution, most people 
worked either close to or inside 
their own homes. However, 
mass production technologies 
changed all this, separating 
work life from home life, as 
people began to travel to 
centrally located factories and 
offices. As we enter the new 
millennium, however, 
skyrocketing office space prices 
combined with drastically 
reduced prices for portable 
electronic computing and 
communication devices seem 
ready to reverse this trend. 

The broad term for doing one's 
work away from a centrally 
located office is telework. 
Studies reveal that the cost 
savings from such programs 
can top $8,000 per employee 
annually. Not surprisingly, given 
these savings, the number of 
teleworkers has increased 
dramatically over the past few 
years. It has been estimated 
that over 10 million U.S. 
workers now fall under this 
heading. 

For example, at IBM, a 
program was initiated where 
each teleworker was supplied 
with an IBM ThinkPad 
Notebook Computer with a 
modem, fax card, mobility 
software, and printer as well as 
an extra home telephone line. 


Marketing employees were 
also supplied with cellular 
telephones, alphanumeric 
pagers, fax machines, and 
personal copiers. All of these 
workers gave up dedicated 
office space at IBM 
headquarters and instead 
worked either in a small shared 
office space (allocated on a 
first-come/first-served basis), at 
home, or (better yet) at a 
customer's site. Because leases 
at different offices were up at 
different times, IBM could 
compare the effect of telework 
arrangements on a large 
number of outcomes, where the 
first workers whose jobs were 
converted were compared to 
workers doing the same work 
in a traditional office (whose 
lease had not yet expired). 

The results of this 
experiment showed that 
productivity for teleworkers 
was significantly higher than for 
traditional workers, especially 
among women. Most of this 
came about by reducing 
wasted commuting time as 
well as eliminating distractions 
caused by working in a 
traditional office. Part of this 
productivity gain also resulted 
from the flexibility that allowed 
people to work when they were 
at their peak efficiency (late 
at night or early in the morning 


for some) and work around 
nonwork obligations (such 
as caring for a sick child). On 
the negative side, some 
teleworkers perceived that 
this type of arrangement 
hindered teamwork; they felt 
isolated from informal networks 
of communication and missed 
the mentoring opportunities 
that went along with traditional 
office work. Most interestingly, 
some teleworkers felt that the 
arrangements actually made 
it harder to balance home and 
work. Many had relied on 
time and distance to clearly 
differentiate when they were 
engaging in one role versus 
another (worker versus parent) 
and then struggled with this 
distinction when time and 
distance were removed. Thus, 
as we noted at the outset of 
this chapter, there is no one 
best way of designing work. 
While telecommuting 
may improve some outcomes, 
it has a negative impact on 
others. 

SOURCE: M. Werner, "Working at Home— 
the Right Way to Be a Star in Your Bunny 
Slippers," Fortune (March 3, 1997), pp. 
165-66; P. Coy, "Home Sweet Office," 
Business Week (April 6, 1998), p. 30; E.J. Hill, 
B.C. Miller, S.P. Weiner, and J. Coiihan, 
"Influences of the Virtual Office on Aspects of 
Work and Work/Life Balance," Personnel 
Psychology 51 (1998), pp. 667-83. 
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to look over the information generated by the job incumbent. This serves as a check 
to determine whether what is being done is congruent with what is supposed to be 
done in the job. Although job incumbents and supervisors are the most obvious and 
frequently used sources of job analysis information, other sources can be helpful, par¬ 
ticularly for service jobs. 

It is important to understand the usefulness of different sources of job analysis in¬ 
formation because this information is only as good as the source. Research has re¬ 
vealed some interesting findings regarding various sources of job analysis information, 
particularly regarding job incumbents and supervisors. 

One question is whether supervisors and incumbents agree in their job analysis rat¬ 
ings. Some research has demonstrated significant differences in the job analysis rat¬ 
ings provided from these two different sources.2 s However, other research has found 
greater agreement between supervisors and subordinates when rating general job du¬ 
ties than when rating specific tasks.2 6 One conclusion that can be drawn from this re¬ 
search is that incumbents may provide the most accurate estimates of the actual time 
spent performing job tasks. However, supervisors may be a more accurate source of in¬ 
formation about the importance of job duties. 

Another question is whether a job incumbent's own performance level is related 
to the job analysis ratings. Although it is intuitively appealing to think that individ¬ 
uals who perform well in a job might give different ratings than individuals who do 
not perform well, research has not borne this out. One frequently cited study com¬ 
pared the job analysis ratings of effective and ineffective managers and found that 
they tended to give the same ratings despite their performance level.27 However, more 
recent research has also examined the relationship between job analysis and em¬ 
ployee performance. In this research no differences were observed between high and 
low performers regarding the tasks and KSAOs generated, the ratings made regarding 
the time spent, or importance of the tasks.2 s However, differences have been observed 
in the types of critical incidents generated™ and the ratings of the level of effective¬ 
ness of various incidents.3o Thus, research at present seems inconclusive regarding the 
relationship between the performance level of the job analyst and the job analysis in¬ 
formation she or he provides. 

Although the relationship between job analysis ratings and job performance is in¬ 
conclusive, research has strongly demonstrated some demographic differences in job 
analysis information. One study found differences between males and females and be¬ 
tween blacks and whites in the importance and time-spent ratings for a variety of 
tasks.3! Similarly, another study observed minor differences between males and females 

and b;tween blacks and whites in job analysis ratings. However, in this study larger dif- 

2 2 

ferences in ratings were the result of the experience level of the job incumbent. 
These research results imply that when conducting a job analysis, you should take steps 
to ensure that the incumbent group responsible for generating the job analysis infor¬ 
mation represents a variety of gender, racial, and experience-level categories. 


Job Analysis Methods 

There are various methods for analyzing jobs and no "one best way." In this section 
we discuss three methods for analyzing jobs: the position analysis questionnaire, the 
task analysis inventory, and the job analysis system. Although most managers may not 
have time to use each of these techniques in the exact manner suggested, the three 
provide some anchors for thinking about broad approaches, task-focused approaches, 
and person-oriented approaches to conducting job analysis. 
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Position Analysis Questionnaire (PAQ) 

We lead this section off with the PAQ because this is one of the broadest and most 
well-researched instruments for analyzing jobs. Moreover, its emphasis on inputs, 
processes, relationships, and outputs is consistent with the work flow analysis ap¬ 
proach that we used in leading off this chapter (Figure 4.1). 

The PAQ is a standardized job analysis questionnaire containing 194 items. 33 
These items represent work behaviors, work conditions, and job characteristics that 
can be generalized across a wide variety of jobs. They are organized into six sections: 

1 . Information input —Where and how a worker gets information needed to perform 
the job. 

2. Mental processes —The reasoning, decision making, planning, and information 
processing activities that are involved in performing the job. 

3. Work output —The physical activities, tools, and devices used by the worker to 
perform the job. 

4. Relationships with other persons —The relationships with other people required in 
performing the job. 

5. Job context —The physical and social contexts where the work is performed. 

6. Other characteristics —The activities, conditions, and characteristics other than 
those previously described that are relevant to the job. 

The job analyst is asked to determine whether each item applies to the job being 
analyzed. The analyst then rates the item on six scales: extent of use, amount of time, 
importance to the job, possibility of occurrence, applicability, and special code (spe¬ 
cial rating scales used with a particular item). These ratings are submitted to the PAQ 
headquarters, where a computer program generates a report regarding the job’s scores 
on the job dimensions. 

Research has indicated that the PAQ measures 32 dimensions and 13 overall di¬ 
mensions of jobs (listed in Table 4.2) and that a given job’s scores on these dimen¬ 
sions can be very useful. The significant database has linked scores on certain dimen¬ 
sions to scores on subtests of the General Aptitude Test Battery (GATB). Thus 
knowing the dimension scores provides some guidance regarding the types of abilities 
that are necessary to perform the job. Obviously, this technique provides information 
about the work performed in a format that allows for comparisons across jobs, whether 
those jobs are similar or dissimilar. Another advantage of the PAQ is that it covers 
the work context as well as inputs, outputs, and processes. (As the “Competing 


R^^Sfon/eonirfturiication/geTwral responsibilities 
Clerical/related activities 
If Teehnical/related activities 
Service/related activities 


I versus other work schedules 


Routine/repetitive work activities 
!; Environmefftaf awareness 
General physical activities 
Supervising^Sowllhating other personnel 
Public/customer/related contact activities 
Urtpleasant/hez^ous/demanding environment 
Nontypical work schedules 



TABLE 4.2 
Overall Dimensions 
of the Position 
Analysis 
Questionnaire 




COMPETING 

THROUGH 

GLOBALIZATION 


veatshops at 
ilt-But How? 


Eliminating S 
Nike: Just Do 


1998, Knight pledged to 
(a) raise the minimum worker 
age requirement, (b) adopt 
U.S.-style safety arid health 
standards, and (c) allow human 
rights groups to help monitor 
working conditions in all foreign 
plants. He again showed his 
comm itmeiit to reform six -, . 
months later by raising wages 
22 percent to offset the 
currency devaluation that 
rocked Indonesia in the fall of 
1998. Knight used both 
occasions to challenge his 
competitors to do the same, 
realizing that their failure to do 
so would put Nike at a 
competitive disadvantage. 
Although it is currently unclear 
how these competitors will 
respond, it is obvious that Nike 
is at least trying to establish its 
image as a trendsetter in both 
footwear and working 
conditions in international 
locations. 

SOURCE: M.L. Clifford, "Pt 
over Sweatshops," Businss 
1996), p. 38; L. Himelstein, 

Scrubbed Its Image Yet," £ 

7, 1997), p. 44; A. Bemstoi 
Does It," Si 
p. 46; A. Be 
Factories," 

1998), pp.' 


the United States costs just 


Over the past decade, Nike has 
been one of the most profitable $18.25 to manufacture, 
companies in the United States. With this type of cost and 
However, at a time when the price structure, it is easy to see 
company's spokesperson, how Nike became so profitable. 

Michael Jordan, was bringing in However, the ability to sustain 
over $10 million, the young, these practices became an 
mostly women workers in its In- issue in 1996 when the U.S. 
donesian plants were taking media exposed these sweat- 
home only $2.23 a day. More- shop conditions. As consumers 
over, worfing ebnditions in became increasingly aware of 

Nike's Serang plant, 50. miles, y. ; how their sneakers we*e actii- 
west of Jakarta, were far from ally being made, some felt 

some children were crowded went so far as to organize boy- 
into vast sheds where they cotts of Nike products. Given 

glued,, stitched) pressed, and the damage to Nike's image 
boxed 70 million-pairs of shoes and future profitability, some- 
a year.' Overtime was manda- thing had to be done, 
tory for most workers, and At first, Nike CEO Phillip 

severe forms of punishment Knight defended his opera- 
were meted out to any worker tions, noting that Nike pays its 
who missed quantity or quality workers no less than its rivals 
goals. Collusion between local do and that these workers 
management and government make more than minimum 
made organizing workers into wage in the host countries. Crit- 
unions both difficult and dan- ics countered that the level of 
gerous, and the high level of- pay was below the subsistence 
unemployment left workers level and much lower than what 
powerless. Taken together, * is paid by other U.S. companies 
these labor practices helped such as Coca-Cola, Gillette, and 
keep costs so low and quality Goodyear, 
so high that a pair of running To end this image problem 

■ shoes that sells for $75 retail in once and for all, on May 12, 


under Foreign 
ovember 2, 


through Globalization” box shows, the context in which work takes place is the sub¬ 
ject of much attention in recent years.) 

In spite of its widespread use, the PAQ is not without problems. One problem is that 
to fill out the test, an employee needs the reading level of a college graduate; this dis¬ 
qualifies some job incumbents from the PAQ. In fact, it is recommended that only job 
analysts trained in how to use the PAQ should complete the questionnaire, rather than 

1 54 
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job incumbents or supervisors. 34 A second problem associated with the PAQ is that its 
general, standardized format leads to rather abstract characterizations of jobs. Thus it 
does not lend itself well to describing the specific, concrete task activities that com¬ 
prise the actual job, and it is not ideal for developing job descriptions or redesigning 
jobs. Methods that do focus on this aspect of the work are needed if this is the goal. 


Task Analysis Inventory 

The task analysis inventory refers to several different methods, each with slight vari¬ 
ations. However, common to these approaches is the focus on analyzing all the tasks 
performed in the focal job. (It is not uncommon to have over 100 tasks.) 

For example, the task inventory-CODAP method 35 entails asking subject matter 
experts (SMEs) to generate a list of the tasks performed in a job. Once this list has 
been developed, the SMEs rate each task on dimensions such as the relative amount 
of time spent on the task, the frequency of task performance, the relative importance 
of the task, the relative difficulty of the task, and whether the task can be learned on 
the job relatively quickly. These ratings are then subjected to the CODAP computer 
program that organizes the tasks into dimensions of similar tasks. 

Task inventories focus on providing detailed information about the work per¬ 
formed in a given job. The detail of the information can be helpful in developing 
both selection exam plans and performance appraisal criteria. Although a task in¬ 
ventory might indirectly suggest the types of KSAOs people might need to perform 
the job, these KSAOs do not come directly out of the process. Thus other approaches 
that do put the focus squarely on the people requirement associated with jobs have 
been developed. 


Task analysis 
inventory 

The process of 
identifying the tasks, 
knowledge, skills 
and behaviors that 
need to be 
emphasized in 
training. 


Fleishman Job Analysis System 36 

Another job analysis technique that elicits information about the worker’s character¬ 
istics is the Fleishman Job Analysis System (FJAS). This approach defines abilities as 
enduring attributes of individuals that account for differences in performance. The 
system is based on a taxonomy of abilities that adequately represent all the dimen¬ 
sions relevant to work. This taxonomy includes 52 cognitive, psychomotor, physical, 
and sensory abilities, listed in Table 4.3. 37 

The actual FJAS scales consist of descriptions of the ability, followed by behavioral 
benchmark examples of the different levels of the ability along a seven-point scale. 
An example of the written comprehension ability scale from the FJAS is presented in 
Figure 4-6. 

In using the job analysis technique, SMEs are presented with each of the 52 scales. 
These experts indicate the point on the scale that best represents the level of that 
ability required in a particular job. These ratings provide an accurate picture of the 
ability requirements of the job. Substantial research has shown the value of this gen¬ 
eral approach for human resource activities such as career development, selection, 
and training. 38 


Dynamic Elements of Job Analysis 

Although we tend to view jobs as static and stable, in fact, jobs tend to change and 
evolve over time. Those who occupy or manage the jobs often make minor, cumula¬ 
tive adjustments to the job that try to match either changing conditions in the envi¬ 
ronment or personal preferences for how to conduct the work. 39 Indeed, although 
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TABLE 4.3 
Abilities Included in 
the Fleishman Job 
Analysis System 



38. Gross body coordination 


12. Inductive reasonin' 


40. Stamina 


14. Category flexibility 


42. Far vision 


16. Flexibility of closure 


44. Night vision 


18. Visualization 


20. Selective attention 


48. Hearing sensitivil 


22. Control precision 


50. Sound localization 


24. Response orientation 


2. Written comprehension 


4. Written expression 


32. Static strength 


34. Dynamic strength 


8. Problem sensitivf 


there are numerous sources for error in the job analysis process, 40 most inaccuracy is 
likely to result from job descriptions simply being outdated. For this reason, in addi¬ 
tion to statically defining the job, the job analysis process must also detect changes in 
the nature of jobs. 

For example, in today’s world of rapidly changing products and markets, some peo¬ 
ple have begun to question whether the concept of the job is simply a social artifact 
that has outlived its usefulness. Indeed, many researchers and practitioners are point¬ 
ing to a trend referred to as “dejobbing” in organizations. This trend consists of view¬ 
ing organizations as a field of work needing to be done rather than a set of discrete 
jobs held by specific individuals. For example, at Amazon.com, HR director Scott 
Pitasky notes, “Here, a person might be in the same ‘job,’ but three months later be 
doing completely different work.” 41 This means Amazon.com puts more emphasis on 
broad worker specifications (“entrepreneurial and customer-focused”) than on de¬ 
tailed job descriptions (“HTML programming”) that may not be descriptive one year 
down the road. This change in the nature of work is not unique to this industry, and 
as the “Competing in the New Economy” box on page 158 shows, has required major 
changes in our thinking about the best way to match people to jobs. 

These changes in the nature of work and expanded use of “project-based organi¬ 
zational structures require the type of broader understanding that comes from an 
analysis of work flows. Because the work can change so rapidly and it is impossible to 
rewrite job descriptions every week, more flexibility is needed in the writing of job de¬ 
scriptions and specifications. However, legal requirements (as discussed in Chapter 3) 
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Written Comprehension 

This is the ability to understand written sentences and paragraphs. 

How written comprehension is different from other abilities: 

This ability Other abilities 

Understand written English words, vs. Oral comprehension (1): Listen 
sentences, and paragraphs. and understand spoken English 

words and sentences. 

vs. Oral expression (3): and written 
expression (4): Speak or write 
English words and sentences so 
others will understand. 


Requires understanding of 
complex or detailed information in 
wrMfftg conjtaming unusual words 
and phrases and involving fine 
cfcstirrrtloBs in meaning among 
words. 


Requires understanding short, 
simple written information 
containing common words and 
phrases, - ' jjj 


7 

■*— Understand an instruction 

- 6 book on repairing a missile 

^ guidance system. 

- 4 

— Understand an 

- 3 apartment lease. 

- 2 

■*— Read a road map. 


SOURCE: E.A. Fleishman and M. D. Mumford, "Evaluating Classifications of Job Behavior: 

A Construct Validation of the Ability Requirements Scales," Personnel Psychology 44 (1991), 
pp. 523-76. The complete set of ability requirement scales, along with instructions for their 
use, may be found in E.A. Fleishman, Fleishman Job Analysis Survey! F-JAS) (Palo Alto, CA: 
Consulting Psychologists Press, 1992). Used with permission. 


FIGURE 4.6 

Example of an 
Ability from the 
Fleishman Job 
Analysis System 


may discourage firms from writing flexible job descriptions. Thus firms seeking to use 
their employees as a source of competitive advantage must balance the need for flex- 
ibility with the need for legal documentation. This presents one of the major chal¬ 
lenges faced by HRM departments in the next decade. Rather than a passive, job- 
analytic approach, these types of changes require an active approach to job design 
such as those discussed in our next section. 


Job Design 

So far we have approached the issue of managing work in a passive way, focusing only 
on understanding what gets done, how it gets done, and the skills required to get 
it done. Although this is necessary, it is a very static view of jobs, in that jobs must 
already exist and that they are already assumed to be structured in the one best way. 





The Dictionary of Occupational 
Titles (DOT) was born during 
the 1930s as a vehicle for help¬ 
ing the new public employment 
system link the demand for 
skills and the supply of skills in 
the U.S. workforce. Given the 
high unemployment rate during 
the Great Depression, federal 
intervention was perceived as 
being necessary to help create 
a match between workers and 
employers. The DOT described 
over 12,000 jobs, as well as 
some of the requirements of 
successful job incumbents. The 
DOT was used by both public 
employment agencies and pri¬ 
vate employers to help 
efficiently staff jobs. It was 
also a valuable source for work¬ 
ers because it listed the skills 
and educational requirements 
they would need to have or de¬ 
velop for certain occupations. 

Although this system served 
the country well for over 60 
years, it became clear to U.S. 
Department of Labor officials 
that jobs in the new economy 
were so qualitatively different 
that the DOT no longer served 
its purpose. Technological 
changes in the nature of work, 
global competition, and a shift 
from stable, fixed manufactur¬ 
ing jobs to a more flexible, 
dynamic, service-based econ¬ 
omy were quickly making the 
system obsolete. 


For all these reasons, the De¬ 
partment of Labor abandoned 
the DOT in 1998 and devel¬ 
oped an entirely new system for 
classifying jobs: the Occupa¬ 
tional Information Network or 
0*NET. Instead of relying on 
fixed job titles and narrow task 
descriptions, the 0*NET uses a 
common language that gener¬ 
alizes across jobs to describe 
the abilities, work styles, work 
activities, and work context re¬ 
quired for various occupations 
that are more broadly defined 
(instead of the 12,000 jobs in 
the DOT, the 0*NET will even¬ 
tually describe only 1,000 
occupations). 

It is still being developed, 
but the 0*NET is already being 
used by many employers and 
employment agencies. For 
example, after closing its 
Seattle-based headquarters, 
Boeing used the 0*NET system 
to help find new jobs for the 
workers who were laid off 
because of the impending 
move. The state of Texas has 
used the 0*NET to identify 
emerging occupations within 
the state whose requisite 
knowledge, skills, and abilities 
are underrepresented in the 
current occupational system. 
This information will be used to 
help train Texas residents for 
the jobs of the future. Finally, 
educational organizations like 


the Boys and Girls Club of 
America have used the 0*NET 
to help design activities for 
children from disadvantaged 
backgrounds that would 
improve their standing on skills 
that are likely to be needed by 
future employers. 

Although these examples 
show its value for employers, 
the 0*NET was also designed 
to help job seekers. To see if 
you think this new system 
meets the goal of promoting 
"the effective education, train¬ 
ing, counseling, and employ¬ 
ment needs of the American 
workforce," visit its website 
yourself at http://online. 
onetcenter.org and see if the 
skills it lists for your current job 
or your dream job match what 
you know from your own expe¬ 
riences and expectations. 

SOURCE: N.G. Peterson, M.D. Mumford, 

W.C. Borman, P.R. Jeanneret, and E.A. 
Fleishman, An Occupational Information 
System for the 21st Century: The 
Development ofO*NET (Washington, DC: 
American Psychological Association, 1999); 
N.G. Peterson, M.D. Mumford, W.C. 

Borman,. P.R. Jeanneret, E.A. Fleishman, K.Y. 
Levin, M.A. Campion, M.S. Mayfield, F. P. 
Morgenson, K. Pearlman, M.K. Gowing, A.R. 
Lancaster, M.B. Silver, and D.M. Dye, 
"Understanding Work Using the 
Occupational Information Network (O'NET): 
Implications for Practice and Research," 
Personnel Psychology 54 (2001), pp. 451-92; 
S. Holmes, "Lots of Green Left in the 
Emerald City," BusinessWeek Online (March 
28, 2000); D. Dyer, "0*NET in Action," 

■ 0*NET online website. 
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However, a manager may often be faced with a situation in which the work unit does 
not yet exist, requiring jobs within the work unit to be designed from scratch. Some¬ 
times work loads within an existing work unit are increased, or work group size is de¬ 
creased while the same work load is required, a trend increasingly observed with the 
movement toward downsizing. 42 Finally, sometimes the work is not being performed 
in the most efficient manner. In these cases, a manager may decide to change the way 
that work is done in order for the work unit to perform more effectively and effi¬ 
ciently. This requires redesigning the existing jobs. 

Job design is the process of defining how work will be performed and the tasks that 
will be required in a given job. Job redesign refers to changing the tasks or the way 
work is performed in an existing job. To effectively design jobs, one must thoroughly 
understand the job as it exists (through job analysis) and its place in the larger work 
unit's work-flow process (work-flow analysis). Having a detailed knowledge of the 
tasks performed in the work unit and in the job, a manager then has many alterna¬ 
tive ways to deSlgna JO.b Th (Scan b e ^one most elective ly through un^erstan ^mg 
the trade-offs between certain design approaches. 

Research has identified four basic approaches that have been used among the var¬ 
ious disciplines (such as psychology, management, engineering, and ergonomics) that 
have dealt with job design issues. 43 Although these four approaches comprehensively 
capture the historical approaches to this topic, one still needs to go below the cate¬ 
gory level to get a full appreciation of the exact nature of jobs and how they can be 
changed. 44 All jobs can be characterized in terms of how they fare according to each 
approach; thus a manager needs to understand the trade-offs of emphasizing one ap¬ 
proach over another. In the next section we discuss each of these approaches and ex¬ 
amine the implications of each for the design of jobs. Table 4.4 displays how jobs are 
characterized along each of these dimensions. 

Finding and Keeping the Best Employees 

One job that seems to be increasingly viewed as intrinsically satisfying to people these 
days is teaching. Many workers who have been laid off from the private sector, par¬ 
ticularly in the wake of the September 11th, 2001. tragedy are looking for more 
meaningful work. The opportunity to work with young people in a learning context 
where one has some control over his or her work seems to meet this need for many. 
Between October 2000 and October 2001. while corporate employment contracted, 
the labor force for teachers expanded by 3 percent. 

For example, when Patrick Bernhardt was laid off from his marketing executive po¬ 
sition in a failing dot-com start-up, he seized the chance to switch fields and become 
a teacher. Bernhardt now teaches computer science at John Muir Middle School and 
is taking education classes at night in order to qualify for a teaching license. Employ¬ 
ers that cannot compete for employees by paying them exorbitant salaries may be able 
to offset this by offering more intrinsically satisfying jobs. Bernhardt took a 50 per¬ 
cent pay cut when he switched jobs, noting, "This is the hardest thing I've ever done, 
but the sense of satisfaction makes it worth it." 

SOURCE: P. Gogoi, "Going to the Head of the Class," Business Week (December 10,2001), pp. 53-54. 


Job design 

The process of 
defining the way 
work will be 
performed and the 
tasks, thda-will ~e 
require In a given 
JO . 

Job redesign 

The process of 
changing the tasks 
or the way work is 
performed in an 
existing job. 


Mechanistic Approach 

The mechanistic approach has roots in classical industrial engineering. The focus 
of the mechanistic approach is identifying the simplest way to structure work that 
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TABLE 4.4 
Characterizing Jobs 
on Different 
Dimensions of Job 
Design 


1. Autonomy: Does the job allow freedom, independence, or discretion in work 
scheduling, sequence, methods, procedures, quality control, and other types 
of decisions? 

gpjgfe feedback Do the work activities themselves provide -direct, clear 
nation about the effectiveness.(in terms of quality and.qyaptity) of job 
rrhance? j . C f''- 

Extrinsic job feedback: Do other people in the organization (such as managers 
and coworkers) provide information about the effectiveness (in terms of 
uality and quantity) of job performance? 

octal interaction: Does the job provide for positive social interaction (such as 
teamwork or coworker assistance)? > 

Task/goal clarity: Are the job duties, requirements, and goals clear and 
specific? 

Task variety; Does the job have a variety of duties, tasks, and-activities? 

Task identity: Does the job require completion of a whole and identifiable 
piece of work? Does it give the incumbent a chance to do an entire piece of 
work from beginning to end? 

8. Ability/skill-level requirements: Does the job require a high level of 

knowledge, skills, sand abilities? '.,"i 11 

9. Ability/skill variety: Does the job require a variety of types of knowledge, ; fc 
skills, and abilities? 

10 Task significance' is the A*t»ar f * 



- 6 . 

7. 


11 . Growth/learning: Does the job allow opportunities for learning and growth in 
competence and proficiency? 

The mechanistic job design approach 

1 . Job specialization: Is the job highly specialized in terms of purpose and/or 

activity? - - ■■■ •: t ^ .......... 

2. Specialization of took and procedures: Are the tools, procedures, materials, l . j 
>fe,, used on this job highly specialized in terms of purpose? 

3. Task simplification: Are the tasks simple and uncomplicated? 

4. Sfagle activities: Odes tit© job require the incumbent to do only one task at a 
tfrtib? Does it ncrt raqdtrethe incumbbnt to do multiple activities at one time or 
in very dose succession? 

5. Job simplification: Does the job require relatively little skill and training time? 

6. Repetition: Does the job require performing the same activity or activities 

jit repeatedly? - - 4pri 

7. Spare time: Is there very little spare time between activities on this job? 
m^tetOrnation; Are many of the activities of this job automated or assist©#,by 
g^^lpemation? 


continued 


SOURCE: Reprinted from Organizational Behavior, Winter 1987, M. A. Campion, et al., "Job 
Design: Approaches, Outcomes, and Trade-Offs." Copyright © 1987, with permission of Elsevier 
Science. 


maximizes efficiency. This most often entails reducing the complexity of the work to 
provide more human resource efficiency—that is, making the work so simple that any¬ 
one can be trained quickly and easily to perform it. This approach focuses on design¬ 
ing jobs around the concepts of task specialization, skill simplification, and repetition. 
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biological job design approach 

Strength: Does the job require fairly little muscular strength? 

Lifting: Does the job require fairly little lifting, and/or is the lifting of very light 

■weights? ■. ■ . . . 

Endurance: Does the job require fairly little muscular endurance? 

Seating: Are the seating arrangements on the job adequate (with ample 
opportunities to sit, comfortable chairs, good postural support, fete.}? 

Size difference: Does the workplace allow for all size differences between 
people in terms of clearance, reach, eye height, leg room, etc.? 

Wrist movement: Does the job allow the wrists to remain a 
excessive movement? 

Noise: Is the workplace free from excessive noise? 

Climate: Is the climate at the workplace comfortable in\_.„, 

and humidity, and is it free of excessive dust and fumes? . . . 

Work breaks: Is there adequate time for work breaks given the demands of 
the job? 

the job not require shift work or exc 
perceptual-motor job design approach 

| h the lighting in flW workplace adequate . mmmmmmmm 

Displays: Are the displays, gauges, meters, and computerizedequipment 
used on this job easy to read and understand? 

Programs: Are the programs in the computerized « 
to team and use? 

Other equipment: Is the other equipment (all types) used on this job easy to 
learn and use? 

Printed job materials: Are the printed materials used < 
and interpret? 

Workplace layout: Is the workplace laid out so that the employee can see and 
hear well enough to perform the job? 

Information input requirements: Is the amount of attenti 
this job fairly minimal? 

Information output requirements: Is the amount of information that the 
employee must output on this job, in terms of both action and 
communication, fairly minimal? 

Information-processing requirements: Is the amount of in 
be processed, in terms of thinking and problem solving ■ 

Memory requirements: Is the amount of information trat must be 
remembered on this job fairly minimal? 

Stress: Is there relatively little stress on this job? ■\ mm 

Boredom: Are the chances of boredom on this job fairly small? 





TABLE 4.4 

Characterizing Jobs 
on Different 
Dimensions of Job 
Design (concluded) 


Scientific management was one of the earliest and best-known statements of the 
mechanistic approach. 45 According to this approach, productivity could be maxi¬ 
mized by taking a scientific approach to the process of designing jobs. Scientific man¬ 
agement first sought to identify the "one best way" to perform the job. This entailed 
performing time-and-motion studies to identify the most efficient movements for 
workers to make. Once the best way to perform the work is identified, workers should 
be selected based on their ability to do the job, they should be trained in the standard 
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"one best way" to perform the job, and they should be offered monetary incentives to 
motivate them to work at their highest capacity. 

The scientific management approach was built upon in later years, resulting in a 
mechanistic approach that calls for jobs to be designed so that they are very simple 
and lack any significant meaningfulness. By designing jobs in this way, the organiza¬ 
tion reduces its need for high-ability individuals and thus becomes less dependent on 
individual workers. Individuals are easily replaceable-that is, a new employee can be 
trained to perform the job quickly and inexpensively. The Chinese factories that we 
discussed in our "Competing through Globalization” box on page 141 epitomize the 
mechanistic approach to job design. 


Motivational Approach 

The motivational approach to job design has roots in organizational psychology and 
management literature and, in many ways, emerged as a reaction to mechanistic ap¬ 
proaches to job design. It focuses on the job characteristics that affect psychological 
meaning and motivational potential, and it views attitudinal variables (such as satis¬ 
faction, intrinsic motivation, job involvement, and behavioral variables such as at¬ 
tendance and performance) as the most important outcomes of job design. The pre¬ 
scriptions of the motivational approach focus on increasing the complexity of jobs 
through such interventions as job enlargement, job enrichment, and the construction 
of jobs around sociotechnical systems.4b Accordingly, a study of 213 different jobs 
found that the motivational attributes of jobs were positively related to the mental 
ability requirements of workers in those jobs.47 

An example of the motivational approach is Herzberg's Two-Factor theory, which 
argues that individuals are motivated more by intrinsic aspects of work such as the 
meaningfulness of the job content than by extrinsic characteristics such as pay.48 
Herzberg argued that the key to motivating employees was not through monetary in¬ 
centives but through the redesign of jobs to make their work more meaningful. 

A more complete model of how job design affects employee reactions is the "Job 
Characteristics Model."49 According to this model, jobs can be described in terms of 
five characteristics. Skill variety is the extent to which the job requires a variety of 
skills to carry out the tasks. Task identity is the degree to which a job requires com¬ 
pleting a "whole" piece of work from beginning to end. Task significance is the extent 
to which the job has an important impact on the lives of other people. Autonomy is 
the degree to which the job allows an individual to make decisions about the way the 
work -ill be carried out. Feedback is the extent to which a person receives clear in¬ 
formation about performance effectiveness from the work itself. 

These five job characteristics determine the motivating potential of a job by 
affecting the three critical psychological states of "experienced meaningfulness," 
"responsibility," and "knowledge of results." According to the model, when the core 
job characteristics (and thus the critical psychological states) are high, individuals 
will have a high level of internal work motivation. This is expected to result in higher 
quantity and quality of work as well as higher levels of job satisfaction. 50 

Job design interventions emphasizing the motivational approach tend to focus on 
increasing the motivating potential of jobs. Much of the work on job enlargement 
(broadening the types of tasks performed), job enrichment (empowering workers by 
adding more decision-making authority to jobs), and self-managing work teams has 
its roots in the motivational approach to job design. The critical psychological state 
one needs to create in the mind of the job incumbent is that the work is meaningful 
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and that it contributes to accomplishing goals that are important to the individual.5i 
Thus, although at some point it might be necessary to pay workers, it is even more 
important to show job incumbents why their jobs are important. 


Biological Approach 

The biological approach to job design comes primarily from the sciences of biome¬ 
chanics (i.e” the study of body movements), work physiology, and occupational med¬ 
icine, and it is usually referred to as ergonomics, Ergonomics is concerned with exam¬ 
ining the interface between individuals' physiological characteristics and the physical 
work environment. The goal of this approach is to minimize physical strain on the 
worker by structuring the physical work environment around the way the human 
body works. It therefore focuses on outcomes such as physical fatigue, aches and pains, 
and health comp 1am l s. 

Th e biologlca^ approac h h as b een a pplj e d m redesigning equipment used m s 
that are physically demanding. Such redesign is often aimed at reducing the physical 
demands of certain jobs so that anyone can perform them. In addition, many biolog¬ 
ical interventions focus on redesigning machines and technology, such as adjusting 
the height of the computer keyboard to minimize occupational illnesses (like carpal 
tunnel syndrome). The design of chairs and desks to fit posture requirements is very 
important in many office jobs and is another example of the biological approach to 
job design. For example, one study found that having employees participate in an er¬ 
gonomic redesign effort significantly reduced the number and severity of cumulative 
trauma disorders, lost production time, and restricted duty days.52 

Often redesigning work to make it more worker-friendly also leads to increased ef¬ 
ficiencies. For example, at International Truck and Engine Corporation, one of the 
most difficult aspects of truck production was pinning the axles to the truck frame. 
Traditionally, the frame was lowered onto the axle and a crew of six people, armed 
with oversized hammers and crowbars, forced the frame onto the axle. Because the 
workers could not see the bolts they had to tighten under the frame, the bolts were 
often not fastened properly, and many workers injured themselves in the process. 
After a brainstorming session, the workers and engineers figured that it would be bet¬ 
ter to flip the frame upside down and attach the axles from above instead of below. 
The result was a job that could be done twice as fast by half as many workers, who 
were much less likely to make mistakes or get injured.53 

Similarly, at 3M's plant in Tonawanda, New York, the company spent $60,000 on 
new ramps and forklifts specifically to help its aging workers lift crates filled with the 
company's product. The crates weighed over 125 pounds and were the source of nu¬ 
merous employee complaints. The result of this change in work processes was that 
productivity went up (expressed in terms of time to load trucks) and worker com¬ 
pensation claims in the factory went to zero in the next year-down from an average 
of 20 over the last five years. These positive outcomes far outstripped the cost of the 
changes, again illustrating how a change aimed at improving the work from an er¬ 
gonomic point of view often leads to cost savings as well.54 

Because of the new Occupational Safety Health and Administration (OSHA) reg¬ 
ulations that went into effect in 2001, one can expect that a number of emplo.yers will 
soon be looking to achieve the same kind of results from ergonomically focused 
changes in jobs. In particular, the regulations identify five specific high-risk work 
practices that employers need to avoid, including jobs that require a person to (a) use 
a keyboard for four hours straight without a break, (b) lift more than 75 pounds, (c) 


Ergonomics 

The interface 
between individuals' 
physiolo~ic~l 
characte-lstlcs and 
the phYSicalwork 

environment, 
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kneel or squat for more than two hours a day, (d) work with the back, neck, or wrists 
bent more than two hours a day, or (e) use large vibrating equipment such as chain¬ 
saws or jackhammers more than 30 minutes a day. 55 Although these new rules are 
controversial and may change over time, the fact that employers need to be vigilant 
about opportunities to improve the design of work for the benefit of both workers and 
shareholders is not likely to change. 56 

Perceptual-Motor Approach 

The perceptual-motor approach to job design has roots in human-factors literature. 57 
Whereas the biological approach focuses on physical capabilities and limitations, the 
perceptual-motor approach focuses on human mental capabilities and limitations. 
The goal is to design jobs in a way that ensures they do not exceed people's mental ca¬ 
pabilities and limitations. This approach generally tries to improve reliability, safety, 
and user reactions by designing jobs to reduce their information-processing require¬ 
ments. In designing jobs, one looks at the least capable worker and then constructs job 
requirements that an individual of that ability level could meet. Similar to the mech¬ 
anistic approach, this approach generally decreases the job's cognitive demands. 

Jobs such as air traffic controller, oil refinery operator, and quality control inspec¬ 
tor require a large amount of information processing. Many clerical and assembly-line 
jobs, on the other hand, require very little information processing. However, in de¬ 
signing all jobs, managers need to be aware of the information-processing require¬ 
ments and ensure that these requirements do not exceed the capabilities of the least 

58 

capable person who could potentially be performing the job. 

Trade-Dffs among Different Approaches to Job Design 

A recent stream of research has aimed at understanding the trade-offs and implica¬ 
tions of these different job design strategies. 59 Many authors have called for redesign¬ 
ing jobs according to the motivational approach so that the work becomes more psy¬ 
chologically meaningful. However, one study examined how the various approaches 
to job design are related to a variety of work outcomes. Table 4.5 summarizes the re¬ 
sults. For example, in this study, job incumbents expressed higher satisfaction with 
jobs scoring high on the motivational approach. Also, jobs scoring high on the bio¬ 
logical approach were ones for which incumbents expressed lower physical require¬ 
ments. Finally, the motivational and mechanistic approaches were negatively related 
to each other, suggesting that designing jobs to maximize efficiency very likely results 
in a lower motivational component to those jobs. 

Another recent study demonstrated that enlarging clerical jobs made workers more 
satisfied, less bored, more proficient at catching errors, and better at providing cus¬ 
tomer service. However, these enlarged jobs also had costs, such as higher training re¬ 
quirements, higher basic skill requirements, and higher compensation requirements 
based on job evaluation compensable factors.6° Again, it is important to recognize the 
trade-off between the motivational value of jobs and the efficiency with which the 
jobs are performed. 

Finally, research has examined how job design approaches relate to compensation. 
Starting from the assumption that job evaluatio- (the process of determining the 
worth of jobs to organizations) links job design and market forces, researchers exam¬ 
ined the relationship between job design approaches and both job evaluation results 
and pay. They found that jobs high on the motivational approach had higher job 
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JOB DESIGN 



APPROACH 

POSITIVE OUTCOMES 

NEGATIVE OUTCOMES 



Increased 
Lower utifi 
Greater Ilk 


Lower job satisfaction 


Lower motivation 


Motivational Higher job satisfaction 

Higher motivation 
Greater job involvement 
Higher job performance 
Lower absenteeism 

Mechanistic Decreased training time 

Higher utilization levels 
Lower likelihood of error 
Less chance of mental 
overload and stress 
Less physical effort 
Less physical fatigue 
Fewer health complaints 


, • ' 

Fewer medical incidi 
Lower absenteeism 
, Higher job satisfacti 

Perceptual-motor Lower likelihood of error 

Lower likelihood of accidents 
Less chance of mental 
overload and stress 
Lower training time 
Higher utilization levels 


ovefi 

Lower job satisfaction 
Lower motivation 
Higher absenteeism 


TABLE 4.5 
Summary of 
Outcomes from the 
Job Design 
Approaches 



SOURCE: Reprinted from Organizational Behavior, Winter 1987, M. A. Campion, et al., "Job 
Design: Approaches, Outcomes, and Trade-Offs." Copyright © 1987, with permission of Elsevier 
Science. 


evaluation scores representing higher skill requirements and that these jobs had 
higher pay levels. Jobs high on the mechanistic and perceptual-motor dimensions 
had lower skill requirements and correspondingly lower wage rates. Finally, jobs high 
on the biological dimension had lower physical requirements and had a weak positive 
relationship to wage rates. Thus, it seems reasonable to conclude that jobs redesigned 
to increase the motivating potential result in higher costs in terms of ability require¬ 
ments, training, and compensation. 61 

To summarize, in designing jobs it is important to understand the trade-offs inher¬ 
ent in focusing on one particular approach to job design. Managers who seek to de¬ 
sign jobs in a way that maximizes all the outcomes for jobholders and the organiza¬ 
tion need to be aware of these different approaches, understand the costs and tenefits 
associated with each, and balance them appropriately to give the organization a com¬ 
petitive advantage. 



The chapter opening of IBM showed how drastically restructuring the nature of 
work could increase both the effectiveness and efficiency of operations. The 
specific changes in how work was designed created a better fit between the 
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organization and its environment, as well as between the organization and its in¬ 
ternal strategy. 

Questions 

1. Based on this chapter, how would you characterize the changes that were 
made in terms of the degree of centralization and departmentalization? 

2. What would be some characteristics of the environments or internal strategy 
that might force a different firm to move in the opposite structural direction? 

3. How would each of these changes in structure "trickle down" and affect the 
jobs of individual workers? 



The analysis and design of work is one of the most impor¬ 
tant components to developing and maintaining a com¬ 
petitive advantage. Strategy implementation is virtually 
impossible without thorough attention devoted to work- 
flow analysis, job analysis, and job design. Managers need 
to understand the entire work-flow process in their work 
unit to ensure that the process maximizes efficiency and 
effectiveness. To understand this process, managers also 
must have clear, detailed information about the jobs that 


exist in the work unit, and the way to gain this informa¬ 
tion is through job analysis. Equipped with an under¬ 
standing of the work-flow process and the existing job, 
managers can redesign jobs to ensure that the work unit is 
able to achieve its goals while individuals within the unit 
benefit on the various work outcome dimensions such as 
motivation, satisfaction, safety, health, and achievement. 
This is one key to competitive advantage. 


Discussion Questions 


1. Assume you are the manager of a fast food restaurant. 
What are the outputs of your work unit? What are the 
activities required to produce those outputs? What are 

the inputs? 

2. Based on Question 1, consider the cashier’s job. What 
are the outputs, activities, and inputs for that job? 

3. Consider the “job” of college student. Perform a job 
analysis on this job. What are the tasks required in the 
job? What are the knowledge, skills, and abilities nec¬ 
essary to perform those tasks? What environmental 
trends or shocks (like computers) might change the 
job, and how would that change the skill requirements? 

4. Discuss how the following trends are changing the skill 
requirements for managerial jobs in the United States: 
(a) increasing use of computers, (b) increasing interna¬ 


tional competition, (c) increasing work-family con¬ 
flicts. 

5. Why is it important for a manager to be able to con¬ 
duct a job analysis? What are the negative outcomes 
that would result from not understanding the jobs of 
those reporting to the manager? 

6. What are the trade-offs between the different ap¬ 
proaches to job design? Which approach do you think 
should be weighted most heavily when designing jobs? 

7. For the cashier job in Question 2, which approach to 
job design was most influential in designing that job? 
In the context of the total work-flow process of the 
restaurant, how would you redesign the job to more 
heavily emphasize each of the other approaches? 


Web Exercise 


The Center for Office Technology is a national group of 
employers, manufacturers, and associations dedicated to 
improving the office work environment. Visit the website 
at www.cot.org. Review the information available on the 
home page. Click on the “2000 Outstanding Office Er¬ 
gonomics Program Winners.” The names of the two or¬ 


ganizations who received this award are shown. Click on 
the name of one of the^organizations to see the steps they 
took to improve the office environment. 

Questions 

1. What is ergonomics? Why is it important? 
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2. In this chapter we discuss four different job design di¬ 
mensions: motivational, mechanistic, biological, and 
perceptual-motor. What steps did the company take to 
improve each of these job design dimensions? 


3. What role did this organization play in the develop¬ 
ment of the new OSHA regulations mentioned in this 
chapter? 


Managing People: From the Pages of BusinessWeek 


BusinessWeek 


The New Factory Worker 


Fred Price gropes his way downstairs in the dark, grabs a 
Danish, and races off to work at 4 A.M. Today is a special 
day for the 29-year-old North Carolina factory hand. On 
the job, he will schedule orders as usual for the tiny tool- 
and-die shop where he doubles as a supervisor when he’s 
not bending metal himself. But at midday, test results are 
coming in from the state Labor Department in Raleigh. 
These aptitude exams for all 43 workers at Northeast Tool 
& Manufacturing Co., outside Charlotte, measure every¬ 
thing from math and mechanical skills to leadership and 
adaptability. And they come with a prescription. Now it 
appears that Price will have to pull back from the bird 
hunting a little and spend less time with the kids’ go-cart. 
Like tens of thousands of factory workers across America, 
Fred Price is going back to school. 

Growing up, Price liked to work with his hands more 
than his head. He would help his father fix the family’s old 
Ford pickup, and once they rigged up a hydraulic log split¬ 
ter. In high school, he excelled in shop class but sat toward 
the back in English and math. These days, in an economy 
where even factory work increasingly is defined by blips on 
a computer screen, more schooling is the only road ahead. 
Northeast Tool, for one, will use the employee tests over 
the next several months to develop customized training 
for each worker. Some will enroll at a nearby community 
college. Others will take remote courses through comput¬ 
ers set up at the plant. A few will attend afternoon classes 
with professors brought right into the mill. Price wants to 
pursue a two-year degree in metallurgy, even if it means 
putting in long hours on weekends. “Someday I hope to 
manage the plant,” he says. 

Until recently, Americans often divided ranks in high 
school between shop kids such as Price, who went on to 
industrial or service work, and college-bound students 
headed for white-collar or professional jobs. They parted 
ways at graduation and would move into distinct cate¬ 
gories of manual and knowledge workers. 

But over the past decade, thinned-out ranks of man¬ 
agers have been equipping factory workers with industrial 
robots and teaching them to use computer controls to op¬ 
erate massive steel casters and stamp presses. At the same 
time, managers are funneling reams of information 
through the computers, bringing employees into the data 


loop. Workers are trained to watch inventories, to know 
suppliers and customers, costs and prices. Knowledge that 
long separated brain workers from hand workers is now 
available via computer on the factory floor. At Northeast 
Tool, Rusty Arant, Fred Price’s manager, points to a pow¬ 
erful computer he rigged up to a milling machine and says, 
“I crammed it with memory because I want these guys to 
be managing the business from the shop floor.” 

The trend toward high-skills manufacturing began in 
the mid-1980s with innovative companies such as Com¬ 
ing, Motorola, and Xerox. They replaced rote assembly- 
line work with an industrial vision that requires skilled 
and nimble workers to think while they work. In the 
1990s, what was once the industrial avant-garde is now 
mainstream as its practices spread across the manufactur¬ 
ing sector. Large, old-line companies finally are learning 
the lesson that investments in training boost productivity, 
often at less cost than capital investments. And as the big 
guys push suppliers and subcontractors on quality, price, 
and just-in-time delivery, even little shops such as North¬ 
east Tool see high skills as essential for competition. 

The result is an intensifying transformation of the 
American factory. The ranks of manufacturers that put a 
majority of their workers through different types of train¬ 
ing have doubled or tripled in the past decade, according 
to surveys of large companies by the University of Califor¬ 
nia’s Center for Effective Organizations. At the same time, 
the share of the country’s 19 million factory workers with 
a year or two of college has jumped to 25 percent vs. 17 
percent in 1985, according to the Bureau of Labor Statis¬ 
tics. An additional 19 percent have college diplomas 
today, up from 16 percent a decade ago. “There’s a real rise 
in companies’ willingness to invest in their workforces,” 
says Pamela J. Tate, president of the Council for Adult & 
Experiential Learning, a Chicago consulting group. 

This investment, though, carries a none-too-subtle 
message for America’s manufacturing workers: Hone your 
skills or risk being left behind. U.S. workers are being 
pushed to raise their technical savvy to the level of the 
best Japanese and German workers. At the same time, 
many are being asked to develop leadership skills and to 
take a role in managing that’s rare in the top-down struc¬ 
tures found in Asia and Europe. 
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Indeed, the old formula of company loyalty, a strong 
back, and showing up on time no longer guarantees job se¬ 
curity or even a decent paycheck. Today industrial work¬ 
ers wilt thrive only if they use their wits and keep adding 
to their skills base. It’s a rich irony: Millions of Americans 
who headed for the factory because they didn’t like school, 
among other reasons, are now faced with a career-long 
dose of it. “It isn’t whether you can hoist 100-pound sacks 
anymore,” says Anthony Carnevale, a training expert at 
Educational Testing Service in Princeton, N.J. “Most of 
the work is mental.” 

Demanding as it is, the high-skills factory represents 
blue-collar America’s best hope for retaining high wages 
in a world teeming with workers. Across the economy, in 
manufacturing and services alike, there has been a surge in 
demand for higher skills as employers reorganize work 
around new technologies and human capital investments. 
Recently the pressure for more capable workers has even 
begun to generate skills shortages in pockets around the 
country. 

But many companies still need to catch up: Only 10 to 
20 percent of large companies have adopted high- 
performance techniques, surveys show, including a third of 
large manufacturers, according to the National Associa¬ 
tion of Manufacturers. Others are actually going in the op¬ 
posite direction. In industries as diverse as apparel making, 
telemarketing, and chicken processing, many employers 
continue to slice pay, avoid unions, and outsource work to 
lower-wage subcontractors. These trends have led to a 
growing inequality along skill and education lines, similar 
to the one cleaving society at large. So far, the net result 
has weighed more heavily downward, even in manufac¬ 
turing, where average pay lagged inflation by 3 percent 
from 1989 to 1995, according to the BLS. 

In this cutthroat environment, an individual worker’s 
best chance of getting ahead now lies in advancing his or 
her skills whenever the opportunity arises. And plenty of 
workers are jumping at the chance. From downsized de¬ 
fense industry hands in Long Beach, California, to white- 
smocked pharmaceutical workers in the Delaware Valley, 
they are studying for new factory jobs. 

This even includes veterans in old-line smokestack 
companies. Take Adlai John Warner, 44, who put in 2~> 
years at Acme Metal Inc., a specialty steelmaker outside 
Chicago. Warner always enjoyed learning and was quick 
with facts —quick enough to be given top security clear¬ 
ance as a U.S. Marine intelligence specialist in Vietnam. 
He had planned to attend college when he returned to 
Chicago after the war. Instead, he started a family and 
wound up making good money as a laborer at Acme. 

Warner found the work tedious. Acme, like most other 
manufacturers, was organized for a low-skilled force and 
used Warner’s body but not much of his brain. Even after he 
jumped a few rungs on the job ladder by apprenticing as a 
pipe fitter, the work required more endurance than thought. 


Warner describes long empty days of sitting around, waiting 
for pipe-fitting jobs, making time and a half with gobs of 
overtime. Despite pay that eventually reached $60,000 a 
year, the boredom prompted Warner to pursue a bachelor’s 
degree in psychology at night at Chicago State University 
in the hopes of moving into human resources. He got his 
BA in 1978, but it never led anywhere. 

Meanwhile, the world was closing in on Acme. Low- 
cost minimills and foreign mills threatened its niche in 
super-high-carbon steel, which is used in knife blades, 
tools, and critical machine parts. Its old equipment was 
falling apart. In 1994 management launched a $400 mil¬ 
lion redesign of the mill with a high-tech German 
caster—an audacious move for a $560 million company. 
But operation of the finicky caster, which converts molten 
steel into a two-inch-thick band, is fast and dangerous. If 
workers can’t make quick decisions, they risk a “breakout,” 
when hot liquid steel spills from the mold all over the ma¬ 
chinery. To date, only minimill leader Nucor Corp. and its 
offspring, Steel Dynamics Inc., with skilled and flexible 
workforces, have made money with the new technology. 

In effect, Acme is betting the company on its workers’ 
brains—and Warner has leaped at the opportunity. Last 
year, the company brought in scads of consultants to test 
those who volunteered among its 1,100 unionized ranks. 
They used an exhaustive battery of exams to look for read¬ 
ing, math, technical, and communication skills. Some 
workers weren’t interested and took early retirement. 
About 750 were chosen to create an entirely new, team- 
oriented system. Warner qualified for an advanced job as a 
maintenance technician and last September promptly hit 
the books. 

Acme set up classroom trailers next to the mill and 
brought in teachers from Detroit, Georgia, even Germany. 
The company paid Warner and 130 others to spend nine 
months, full-time, learning everything from metallurgy, 
math, and computers to a piece-by-piece study of the new 
machinery. The total cost to upgrade the workforce, in¬ 
cluding employee salaries, came to some $8 million, or just 
2 percent of the amount Acme spent on the new caster. 
“We’re being exposed to things we’ve never been exposed 
to before,” says Warner appreciatively. 

Warner and his colleagues also are involved in rein¬ 
venting Acme’s entire work system. In the spring, he and 
five other workers were selected to sit down with managers 
and consultants for weeks on end at a nearby Ramada Inn. 
There, they hung poster paper all over the walls and 
blackboards, marking up a scheme for the new workplace, 
from devising a pay system pegged to profits to redefining 
supervisors’ roles. “The people working there have to 
make the decisions,” says Anthony C. Capito, Acmes 
vice president for steel production. The new system, in¬ 
cluding the training received by Warner and his col¬ 
leagues, will be put to the test when the new caster is 
brought on line this fall. 
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Workers at small manufacturers are facing similar tests. 
In 1985, when the then 18-year-old Fred Price landed his 
job at Northeast Tool, the job shop sold custom-made 
metal pieces primarily to local Carolina customers. Today, 
as regional markets meld into national and global ones, 
Northeast must boost quality enough to land contracts 
from the likes of BMW and Siemens. These companies 
want metal fashioned to precise tolerances that only sta¬ 
tistical quality control methods can achieve. Many de¬ 
mand that suppliers be certified to tough European stan¬ 
dards, a goal Northeast is pursuing. 

All this requires more training than Price, a high school 
graduate, had gained through work experience. For him, 
the payoff comes in getting a shot at advancement and im¬ 
proving his $15-an-hour pay. From manager Arant’s per¬ 
spective, there’s no choice at all. Arant plans to use his 
higher-skilled workforce to bid for more lucrative business 
and expand. If he didn’t, Northeast could fall behind, as 
Arant thinks some rivals may do. “They’ll run the ma¬ 
chines as long as they can and then close,” he predicts. 

Until recently, workers such as Price probably would 
have been out of luck. Northeast, a flyspeck of a company 
with annual revenues of less than $5 million, simply 
wouldn’t have had the wherewithal to launch its ambi¬ 
tious training program. And many companies, large and 
small, were loath to invest too much in workers, only to 
lose them later. Now, though, more companies feel they 
can’t afford not to train. And Northeast, like other small 
companies, has been able to tap into a growing network of 
local and state training initiatives. Often these are cob¬ 
bled together with regional or state development funds 
and community college training programs. 

As a result, Northeast is spending just $35,000 for its 
entire training plan. North Carolina has set up programs 
to assist small companies and has helped out with staff ad¬ 
vice, software, and access to the nearby community col¬ 
lege. Such state programs are growing fast. “If we don’t in¬ 
vest in higher skills, we relegate ourselves to low-wage 
jobs,” says Eric Butler, president of Bay States Skills Corp., 
which coordinates training programs in Boston. 

The education message rings so loudly today that some 
job seekers actually target high-performance employers 
just to get the schooling. In fact, in the post-cold war era, 
such companies are replacing the military as a blue-collar 
training ground and a way to get some college education, 
or its equivalent, inexpensively. Many companies are will¬ 
ing to sink money into training if they feel confident the 


employee has the profile of a lifelong learner. “We look for 
people who want change, who don’t see it as troublesome, 
but as an opportunity,” says David P. Jones, an official of 
Aon Consulting, a Chicago firm that assists manufacturers 
in testing and hiring. 

Questions 

1. Examine the changes that have been made in Fred 
Price’s job at Northeast Tool, and then compare these 
to the four types of job design approaches described 
earlier in this chapter. If we had before-and-after meas¬ 
ures on each of the four approaches, which would have 
revealed the largest change in the content of the job 
and which would have revealed the least: motiva¬ 
tional, mechanistic, biological, or perceptual-motor? 
Knowing what you do about the trade-offs for various 
changes in job design, what negative outcomes might 
we fear from the types of changes brought about at 
Northeast? 

2. Technological changes, like the robotization of opera¬ 
tions at Northeast Tool, can affect the structure of or¬ 
ganizations, which in turn can change the level of skill 
requirements for workers. How did robotization affect 
the structure of Northeast Tool and the skill require¬ 
ments for Fred Price’s job? Can you think of other tech¬ 
nological advancements that have resulted in the op¬ 
posite effects on worker skill requirements (such as in 
the fast food or retail industries)? In what sense does 
the competitive strategy employed by the firm influ¬ 
ence in which direction technology is likely to affect 
skill levels of workers? 

3. As we will see throughout this text, globalization has 
widespread effects on human resource practices. To 
what extent were the changes in jobs that came about 
at Northeast Tool driven by factors outside the United 
States? If companies like Northeast Tool did not make 
these types of changes to compete, what other changes 
might they have had to make? If Fred Price was not 
willing to make the types of self-improvements he is 
making, what other types of changes might he have 
had to accept? What are the national implications of 
these kinds of changes, and how do these changes re¬ 
late to the competitive advantage of nations like the 
United States? 

SOURCE: Reprinted from Sept. 30, 1996 issue of BusinessWeek by special 
permission. Copyright © 1996 by The McGraw-Hill Companies, Inc. 
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VIDEO CASE 



Southwest Ai'liTies 
Competes by| Putting 
People First 




Whenever Southwest Airlines 
founder Herb Kelleher did a song 
and dance routine for his employees, 
they laughed—then they got up to 
sing and dance with him. Kelleher is 
well known for his energy, enthusi¬ 
asm, and drive, not only throughout 
the airline industry but also through¬ 
out American industry as a whole. 
Thirty years agq he founded the 
Dallas-based airline with a few 
planes scheduled for short hauls 
within the state. In the late 1970s 
Southwest expanded to interstate— 
but still short-haul—flights, and it 
now serves nearly 60 cities in 30 
states, usually operating oat of 
smaller, less congested airports. Con¬ 
sumers love the low-coat,. <|tafck' 
turnaround flights dheer- 

lll^qsphere in 
“We do have a 
i we work hard,” 
notes Laura Rollheiser, supervisor of 
ramp agents. And everyone loves 
Kelleher, who decided to step down 
IS chief executive when he turned 
70 in the spring of 2001. In three 
decades Kelleher created a successful 
ot$$fl3mion based on strategic man- 
agemant, so that when he trans¬ 
ferred power to Southwest’s vice 
president and general counsel James 
F. Parker, the company was ready. 
“It’s an exceedingly orderly transi¬ 
tion,” said Kelleher. 

Southwest Airlines has built its 
business and corporate culture on 
the principles of total quality man¬ 
agement. Focus on customers, em¬ 
ployee involvement and empower¬ 


ment, and continuous improvement 
are not just buzzwords to Southwest 
employees or to its executives. Em¬ 
ployees are included in business 
strategy planning, they are selected 
for their team skills, and they are 
cross-trained in a variety of areas. 
Then they are given the freedom to 
make decisions that will help cus¬ 
tomers and improve efficiency—any 
way they can. Once, when five stu¬ 
dents who commuted weekly to an 
out-of-state medical school in¬ 
formed Southwest that the most 
convenient flight still got them to 
dslis 15 minutes late, Southwest em¬ 
ployees moved the departure time of 
the flight up by a quarter of an hour. 
Customers are involved, too: fre¬ 
quent fliers may be asked to assist 
HR managers in interviewing and 
selecting prospective flight atten¬ 
dants, and focus groups help measure 
passenger response to new services 
and generate new ideas for improve¬ 
ment. The approximately 1,000 cus¬ 
tomers who write the company each 
week receive personal responses 
within four weeks. It’s not surprising 
that Southwest has been a frequent 
winner of the U.S. Department of 
Transportation’s Triple Crown 
Award for best on-time perform¬ 
ance, best baggage handling, and 
fewest customer complaints. All of 
these successes are no accident— 
.. they are based on superior strategy. 

The Airline Industry 

No one could have predicted the 
tragic events that occurred on Sep¬ 
tember 11, 2001, when four hijacked 


American Airlines and United Air¬ 
lines flights crashed with hundreds of 
people on board—two into the 
World Trade Center in New York 
City, one into the Pentagon in Wash¬ 
ington, D.C., and one in western 
Pennsylvania. It would take many 
months to sort through the devastate y 
ing losses, in terms of both human 
lives and financial repercussions. The 
airline industry was already suffering 
in an uncertain economy, and when 
airspace was completely shut down 
for two days after the terrorist at¬ 
tacks, some of the smaller airlines : 
such as Midway folded. Other air¬ 
lines slashed jobs, routes, and sched¬ 
ules in an effort to stay aloft. A 
month after the tragedy, Southwest 
was still hanging tough, flying a full 
schedule (despite many empty seats 
because the public wasn’t flying) and 
keeping all of its workers on payroll. 
By year’s end it was expected to be 
the only major carrier to show a 
profit—perhaps small comfort amid 
so much loss and change. 

Southwest’s Corporate 
Strategy 

From the beginning, Herb Kelleher 
developed a strategy based on re¬ 
gional markets; Southwest could fly 
shorter routes with a single type of 
reliable aircraft—the Boeing 737. 
While other airlines busily built 
hubs, Southwest simply flew point- 
to-j>oint, operating out of smaller 
airports. Instead of serving expen¬ 
sive meals, Southwest offered snacks 
and nuts. The airline encouraged its 
employees to interact with cus- 
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tomers in a friendly, casual manner. 
!■ Its much-touted 15-mmute tum- 
‘. around time was the envy of the in¬ 
is dustry. And the single aircraft choice 
: increased flexibility for changes in 
* flight crew and schedules. Ulti- 
i mately, Southwest achieved the goal 
i of every airline—the lowest cost per 
I seat in the industry—and was able to 
1 charge less per ticket than most 
other airlines. 

All the while, Herb Kelleher was 
preparing the company for change 
as part of his overall corporate strat¬ 
egy. When James Parker took over 
as CEO, Kelleher noted that al¬ 
though Parker had previously main¬ 
tained a low profile, he had been 
part of upper-level decision making 
. for a “long, long time.” Colleen Bar- 
ilyrett, who began her career as Kelle- 
|| her’s legal secretary, moved into the 
H position of president and chief oper- 
ggfrting officer. Employees at other 
els were—and continue to be— 
ed to take on more responsi- 
ility. As one business writer notes, 
ese people have been in a lead- 
ip lab where they’ve had an op- 
:unity to study and learn first- 
d from [Kelleher] for many years, 
y have seen the airline through 
good and bad times. The company 
wouldn’t be what it is today without 
tthem collectively.” 

anizational Culture 
|and HRM Practices 

■ The organizational culture at South-; 
‘‘west promotes safety, customer satis¬ 
faction, and consistency. Employees 
i feel that they are part of a team and 
that they can view their contribu- 
| tions to the success of Southwest with 
unity and pride. “We’re all in it to¬ 
gether,” notes Chris Wahlenheimer, a 
station manager. Employees at all lev¬ 
els of the company are linked to the 
overall business strategy. 


The positive employee relations 
enjoyed by Southwest are unusual 
in an industry where antagonistic 
labor-management relations are 
common. How does the company 
build cooperation with a workforce 
that is more than 80 percent union¬ 
ized? First led by Kelleher and now 
by his successors, the corporation has 
developed a culture that treats em¬ 
ployees the same way it treats passen¬ 
gers—by paying attention, being re¬ 
sponsive, and involving them in 
decisions. Southwest places high 
value on employees enjoying their 
jobs but places equal value on their 
performance. Employees are encour¬ 
aged and trained to be flexible. And 
they are given lots of feedback about 
how they are doing. When they do 
well, they are publicly recognized. 
When Southwest won the Triple 
Crown Award for the fifth year in a 
row, the company dedicated an air¬ 
plane to all its employees and en¬ 
graved their names on the outside of 
overhead bins. Its business practices 
help position Southwest Airlines as a 
company that can easily recruit and 
keep talented employees. 

A Look toward the Future 

As other airlines struggle to survive, 
Southwest looks for ways to thrive. 
Shortly after the September 11 
tragedies, the company sought ways 
to convince the public to fly regu¬ 
larly again. It kept workers going. 
And it went ahead with previous 
plans to open new routes. “They’re 
doing what they do best, which is to 
shine in the hours of trouble.” noted 
Mo Garfinkle, president of an avia¬ 
tion consulting firm. “This, to me, is 
not a gamble. This is a very shrewd 
strategic move.” Still, chief financial 
officer Gary Kelly cautioned that the 
company would not be making any 
outrageous moves, “The fact of the 


matter is we can be patient and we 
should be patient,” noted Kelly. 
“We’re in the mode where we are 
thinking very tactically.” Ultimately, 
no one doubts that Southwest will 
spread its wings again. 

Questions 

1. What are some of the major chal¬ 
lenges that Southwest has faced 
in recent years? How has the 
company dealt with these chal¬ 
lenges? 

2. Name at least two values that the 
organizational culture of South¬ 
west promotes. How do these val¬ 
ues affect the way the company is 
managed? 

3. Would you want to work for 
Southwest? Cite at least three 
reasons why or why not. 

4. Do you think that Southwest's 
success is more a result of busi¬ 
ness practices, human resource 
management practices, or the in¬ 
teraction between them? Can 
HRM practices help a company 
succeed without good business 
practices? 

5. One challenge of the new econ¬ 
omy is finding and keeping good 
employees. Describe what you 
believe are the most important 
features of Southwest Airlines 
that help the company gain a 
competitive advantage this way. 
Visit Southwest’s website at 
www.iflyswa.com to find out 
more about the company. 

SOURCE: M. Trottman and S. Carey, 
“Southwest, Alaska Saw Profits in Quarter,” The 
Wall Street Journal (October 19, 2001), p. A2; 

M. Trottman, “Up in the Air,” The Wall Street 
Journal, pp. Al, A10; M. Trottman, “Southwest 
Airlines’ Formula for Success to Be Tested in a 
More Cautious Market,” The Wall Street Journal 
(September 24, 2001), p. A8; K. and J. Freiberg, 
“Southwest Can Find Another Pilot,” The Wall 
Street Journal (March 26, 2001), p. A22; 

A. Zimmerman, E. Spagat, and S. McCartney, 
“Southwest Airlines’ Kelleher, Who Kept Costs 
Low and Morale High, Cuts Duties,” The Wall 
Street Journal (March 20, 2001), pp. A3, A10. 
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While most other airlines 
were laying off 
employees in the fall of 
2001, Southwest Airlines 
was able to avoid any 
layoffs. Other cuts 
needed to be made, but 
the employees remained 
at the forefront of their 
company. What 
advantages and 
disadvantages may occur 
because of these 
decisions? 






Southwest 
Airlines: 
Focused on 
Take-Offs, 
Not Layoffs 

In the summer of 2001, 
the airline industry was 
facing severe problems 
due to slumping busi¬ 
ness travel and 
vacationer demand. In 
fact, Northwest Airlines 
announced draconian 
cuts in both schedules 
and service; Midway 
Airlines declared bank¬ 
ruptcy in August of 
that year, citing 
"calamitous" decline in 
air traffic. However, as 
bad as things were, 
they soon got worse. 

The September 11, 
2001, terrorist attacks 


on New York and 
Washington, D.C., dev¬ 
astated the whole 
nation, but few seg¬ 
ments of the economy 
felt the impact as dra¬ 
matically as the already 
struggling airline in¬ 
dustry. Even after 
reducing scheduled 
flights by more than 20 
percent, most planes 
were taking off with 
fewer than half their 
seats filled, and airline 
shares lost a third of 
their value on the stock 
exchange. Most air¬ 
lines needed to cut 
costs drastically in 
order to make ends 
meet, and over 
100,000 employees 
were eventually laid off 
from American Airlines, 
United Airlines, US Air¬ 
ways, Continental 
Airlines, and America 
West. 


Southwest Airlines 
bucked this trend, 
however. Indeed, de¬ 
spite the regular ups 
and downs of the air¬ 
line industry, in its 30 
years of operation, 
Southwest has never 
laid off employees; re¬ 
markably, it was able 
to maintain this record 
even during the diffi¬ 
cult Fall 2001 period. 
Southwest's no-layoff 
policy is one of the 
core values that under¬ 
lie its human resource 
strategy, and insiders 
stress that it is one of 
the main reasons why 
the Southwest work¬ 
force is so fiercely 
loyal, productive, and 
flexible. 

The high productiv¬ 
ity of these workers 
helps keep labor costs 
low, and these savings 
are passed on to con¬ 


sumers in the form of 
lower prices that are 
sometimes half those 
offered by competi¬ 
tors. High levels of job 
security also promote a 
willingness on the part 
of Southwest employ¬ 
ees to be innovative 
on the job without 
fearing that they will 
be punished for any 
mistakes. Southwest 
also finds that satisfied 
employees help create 
satisfied customers and 
can even help in re¬ 
cruiting new 
employees when eco¬ 
nomic conditions are 
conducive to growth. 

In order to keep 
this perfect no-layoff 
record in 2001, South¬ 
west executives 
assembled into an 
emergency command 
and control center in 
Dallas and brain- 
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stormed methods 
other than layoffs that 
could reduce costs. 
Decisions were made 
to delay the planned 
purchase of new 
planes, as well as to 
scrap ongoing plans to 
renovate the com¬ 
pany's headquarters. 


The company, which 
had no debt and over 
a billion dollars in cash, 
also leaned heavily on 
this "rainy-day" fund 
to help get through 
tough times. It was a 
difficult and painful 
process, but as CEO 
Jim Parker noted, "We 


are willing to suffer 
some damage, even to 
our stock price, to pro¬ 
tect the jobs of our 
people." 

SOURCE: M. Arndt, "Suddenly, 
Carriers Can't Get off the 
Ground," BusinessWeek 
(September 3, 2001), pp. 36-37; 


M. Arndt, "What Kind of 
Rescue?" BusinessWeek 
(October 1, 2001), pp. 36-37; 

W. Zeller, "Southwest: After 
Kelleher, More Blue Skies," 
BusinessWeek (April 2, 2001), p. 
45; M. Conlin, "Where Layoffs 
Are a Last Resort," 

BusinessWeek (October 8, 2001), 
p. 42. 


Introduction 

As the opening vignette illustrates, employers do not exist in a vacuum. Two of the 
major ways that societal trends and events affect employers are through (1) consumer 
markets, which affect the demand for goods and services, and (2) labor markets, 
which affect the supply of people to produce goods and services. In some cases, as we 
saw in the opening vignette, an event in the market might drastically alter the de¬ 
mand for labor, leading to a potential labor surplus. In the immediate aftermath of the 
World Trade Center attacks, most airlines had too many workers given the slack de¬ 
mand for air travel. In other cases, increased demand for a product may result in an 
organization having a shortage of labor. For example, many information technology 
jobs go unfilled because the demand for people with these skills outstrips the supply. 
Reconciling the difference between the supply and demand for labor presents a chal¬ 
lenge for organizations, and how they address this will affect their overall competi¬ 
tiveness. Most of the airlines that faced a labor surplus reacted by trimming their 
workforce. Southwest Airlines, on the other hand, took a different approach—one 
that has paid off for it in the past in terms of gaining long-term competitive advan¬ 
tage over the airlines. 

There are three keys to effectively utilizing labor markets to one’s competitive 
advantage. First, companies must have a clear idea of their current configuration of 
human resources. In particular, they need to know the strengths and weaknesses of their 
present stock of employees. Second, organizations must know where they are going in 
the future and be aware how their present configuration of human resources relates to 
the configuration that will be needed. Third, where there are discrepancies between the 
present configuration and the configuration required for the future, organizations need 
programs that will address these discrepancies. Under conditions of a labor surplus, this 
may mean creating an effective downsizing intervention. Under conditions of a labor 
shortage, this may mean waging an effective recruitment campaign. 

This chapter looks at tools and technologies that can help an organization develop 
and implement effective strategies for leveraging labor market “problems” into op¬ 
portunities to gain competitive advantage. In the first half of the chapter, we lay out 
the actual steps that go into developing and implementing a human resource plan. 
Through each section, we focus especially on recent trends and practices (like down¬ 
sizing, employing temporary workers, and outsourcing) that can have a major impact 
on the firm’s bottom line and overall reputation. In the second half of the chapter, we 
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familiarize you with the process by which individuals find and choose jobs and the 
role of personnel recruitment in reaching these individuals and shaping their choices. 


The Human Resource Planning Process 

An overview of human resource planning is depicted in Figure 5.1. The process con¬ 
sists of forecasting, goal setting and strategic planning, and program implementation 
and evaluation. We discuss each of these stages in the next sections of this chapter. 


Forecasting 

The first step in the planning process is forecasting, as shown in the top portion of 
Figure 5.1. In personnel forecasting, the HR manager attempts to ascertain the sup¬ 
ply of and demand for various types of human resources. The primary goal is to 
predict areas within the organization where there will be future labor shortages or 
surpluses. 

Forecasting, on both the supply and demand sides, can use either statistical meth¬ 
ods or judgmental methods. Statistical methods are excellent for capturing historic 
trends in a company’s demand for labor, and under the right conditions they give 
predictions that are much more precise than those that could be achieved through 
subjective judgments of a human forecaster. On the other hand, many important 
events that occur in the labor market, such as the World Trade Center attacks, have 
no historical precedent; hence, statistical methods that work from historical trends 
are of little use in such cases. In these situations one must rely on the pooled subjec¬ 
tive judgments of experts, and their “best guesses” might be the only source from 
which to make inferences about the future. Typically, because of the complementary 
strengths and weaknesses of the two methods, companies that engage in human re¬ 
source planning use a balanced approach that includes both statistical and judgmen¬ 
tal components. 


Forecasting 

The attempts to 
determine the 
supply of and 
demand for various 
types of human 
resources to predict 
areas within the 
organization where 
there will be future 
labor shortages or 
surpluses. 




Goal setting and 

^strategic planning 


Program implementation 

and evaluation 


FIGURE 5.1 
Overview of the 
Human Resource 
Planning Process 
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Leading indicator 

An objective 
measure that 
accurately predicts 
future labor 
demand. 


Determining Labor Demand 

Typically, demand forecasts are developed around specific job categories or skill areas 
relevant to the organization’s current and future state. Once the job categories or 
skills are identified, the planner needs to seek information that will help predict 
whether the need for people with those skills or in that job category will increase or 
decrease in the future. Organizations differ in the sophistication with which such 
forecasts are derived. 

At the most sophisticated level, an organization might have statistical models that 
predict labor demand for the next year given relatively objective statistics on leading 
indicators from the previous year. A leading indicator is an objective measure that ac¬ 
curately predicts future labor demand. For example, a manufacturer of automobile 
parts that sells its product primarily to the Big Three automakers would use several 
objective statistics on the Big Three automakers for one time period to predict how 
much demand there would be for the company’s product at a later time period. As 
shown in Figure 5.2, inventory levels, sales levels, employment levels, and profits at 
the Big Three in one year might predict the demand for labor in the production as¬ 
sembler job category in the next year. 

For example, using historical records, one might use multiple regression techniques 
to assess the best predictive model for estimating demand for production assemblers 
from information on sales levels, inventory levels, employment levels, and profits at 
the Big Three. This is not a statistics book, so a detailed explanation of regression 
techniques is beyond our scope. Rather, we simply note here that this technique will 
convert information of four or more leading indicators into a single predicted value 
for demand for production assemblers that is optimal—at least according to the his¬ 
torical data. 

Statistical planning models are useful when there is a long, stable history that can 
be used to reliably detect relationships among variables. However, these models al¬ 
most always have to be complemented by subjective judgments of people who have 
expertise in the area. There are simply too many “once-in-a-lifetime” changes that 
have to be considered and that cannot be accurately captured in statistical models. 
For example, our small-parts manufacturer might learn that the leadership at one of 
the Big Three automakers changed and that the new leadership plans on closing 21 
plants over the next 10 years. This event has no historical precedent, so the company 
might want to consult all its best managers to get their opinions on exactly how much 
this change would affect the demand for labor in different job categories. 


Determining Labor Supply 

Once a company has projected labor demand, it needs to get an indicator of the firm’s 
labor supply. Determining the internal labor supply calls for a detailed analysis of how 
many people are currently in various job categories (or who have specific skills) within 
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the company. This analysis is then modified to reflect changes in the near future caused 
by retirements, promotions, transfers, voluntary turnover, and terminations. 

As in the case of labor demand, projections for labor supply can be derived either 
from historical statistical models or through judgmental techniques. One type of sta¬ 
tistical procedure that can be employed for this purpose involves transitional matri¬ 
ces. Transitional matrices show the proportion (or number) of employees in different 
job categories at different times. Typically these matrices show how people move in 
one year from one state (outside the organization) or job category to another state or 
job category. 1 

Table 5.1 shows a hypothetical transitional matrix for our parts manufacturer, fo¬ 
cusing on seven job categories. Although these matrices look imposing at first, you 
will see that they are easy to read and use in determining the internal labor supply. A 
matrix like the one in this table can be read in two ways. First, we can read the rows 
to answer the question “Where did people in this job category in 1998 go by 2001?” 
For example, 70 percent of those in the clerical job category (row 7) in 1998 were still 
in this job category in 2001, and the remaining 30 percent had left the organization. 
For the production assembler job category (row 6), 80 percent of those in this posi¬ 
tion in 1998 were still there in 2001. Of the remaining 20 percent, half (10 percent) 
were promoted to the production manager job category, and the other half (10 per¬ 
cent) left the organization. Finally, 75 percent of those in the production manager job 
category in 1998 were still there in 2001, while 10 percent were promoted to assistant 
plant manager and 15 percent left the organization. 

Reading these kinds of matrices across rows makes it clear that there is a career 
progression within this firm from production assembler to production manager to as¬ 
sistant plant manager. Although we have not discussed rows 1 through 3, it might also 
be noted that there is a similar career progression from sales apprentice to sales rep¬ 
resentative to sales manager. In this organization, the clerical category is not part of 
any career progression. That is, this job category does not feed any other job cate¬ 
gories listed in Table 5.1. 

A transitional matrix can also be read from top to bottom (in the columns) to an¬ 
swer the question “Where did the people in this job category in 2001 come from 
(Where were they in 1998)?” Again, starting with the clerical job (column 7), 70 
percent of the 2001 clerical positions were filled by people who were also in this posi¬ 
tion in 1998, and the remaining 30 percent were external hires (they were not part 
of the organization in 1998). In the production assembler job category (column 6), 


Transitional matrix 

Matrix showing the 
proportion (or 
number) of 
employees in 
different job 
categories at 
different times. 
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80 percent of those occupying this job in 2001 occupied the same job in 1998, and the 
other 20 percent were external hires. The most diversely staffed job category seems to 
be that of production manager (column 5): 75 percent of those in this position in 2001 
held the same position in 1998; however, 10 percent were former production assem¬ 
blers who were promoted, 5 percent were former assistant plant managers who were de¬ 
moted, and 10 percent were external hires who were not with the company in 1998. 

Matrices such as these are extremely useful for charting historical trends in the 
company’s supply of labor. More important, if conditions remain somewhat constant, 
they can also be used to plan for the future. For example, if we believe that we are 
going to have a surplus of labor in the production assembler job category in the next 
three years, we note that by simply initiating a freeze on external hires, the ranks of 
this position will be depleted by 20 percent on their own. Similarly, if we believe that 
we will have a labor shortage in the area of sales representatives, the matrix informs 
us that we may want to (1) decrease the amount of voluntary turnover in this posi¬ 
tion, since 35 percent of those in this category leave every three years, (2) speed the 
training of those in the sales apprentice job category so that they can be promoted 
more quickly than in the past, and/or (3) expand external recruitment of individuals 
for this job category, since the usual 20 percent of job incumbents drawn from this 
source may not be sufficient to meet future needs. As with labor demand, historical 
precedents for labor supply may not always be reliable indicators of future trends. 
Thus statistical forecasts of labor supply also need to be complemented with judg¬ 
mental methods. 

Determining Labor Surplus or Shortage 

Once forecasts for labor demand and supply are known, the planner can compare the 
figures to ascertain whether there will be a labor shortage or labor surplus for the re¬ 
spective job categories. When this is determined, the organization can determine 
what it is going to do about these potential problems. 

Japan’s Matsushita Corporation provides a good example of the benefits of accu¬ 
rate forecasting. Because so many of Matsushita’s revenues come from exported prod¬ 
ucts, a leading indicator for its labor demand is the value of the Japanese yen against 
other currencies. There is a strong negative correlation between the yen and sales be¬ 
cause when the value of the yen is high, Matsushita’s products are more expensive. 
This depresses demand for its products and, of course, its demand for Japanese labor. 

In 1988 Matsushita’s planners anticipated that the price of the yen would rise 30 
percent by 1994, leading them to conclude if they did nothing, they would wind up 
having an oversupply of Japanese labor. Therefore, rather than expanding in Japan, 
they decided to open “export centers” all over the world. The export centers designed 
and produced televisions and air conditioners in Malaysia, China, and the United 
States, and prices of these goods were unaffected by the rising yen. By 1995 it was 
clear that these projections about the yen were highly accurate, and Matsushita’s ex¬ 
port centers were doing booming business. 2 Meanwhile, other Japanese companies 
that failed to accurately predict what would happen with this valuable leading indi¬ 
cator had to lay off workers—an act almost unprecedented in Japan until that time. 3 

Indeed, as the “Competing through Globalization” box shows, Japan has largely 
abandoned its traditional concept of lifetime employment for workers. Other coun¬ 
tries such as France still cling desperately to policies that try to protect their workers 
from the ebb and flow of labor surpluses and shortage, however, often to the long-term 
detriment of the workers themselves. 



COMPETING 

THROUGH 

GLOBALIZATION 



Rethinking 

Protection: 

Nations 



At its peak in the mid 1990s, 
Nissan Motor Company's Mu- 
rayama plant was a symbol of 
Japanese automaking effi¬ 
ciency, producing close to a 
half million cars a year. More re¬ 
cently, it has become a symbol 
of a new age in Japanese em¬ 
ployment relations—when the 
plant was closed in September 
2001 and all 5,000 workers 
were displaced. This incident 
and several other well- 
publicized layoffs at Honda, 
NEC, Toshiba, Fujitsu, and 
other large Japanese firms lay 
to rest the concept of "lifetime 
employment" that once charac¬ 
terized this country. 

Even more remarkably, as 
Nissan was closing plants in 
Japan, it was expanding pro¬ 
duction of its Maxima sedan in 
Tennessee and was planning a 
new $1 billion factory to pro¬ 
duce minivans and sport utility 
vehicles in Mississippi. With its 
home market weak and demand 
for its product strong in North 
America, it made sense for Nis¬ 
san to build cars close to their 
buyers. Producing in the United 
States minimizes transportation 


costs and helps the firm avoid 
currency fluctuations. Moreover, 
by closing the Murayama and 
other less efficient plants, 

Nissan accelerated operating 
capacity and boosted profits by 
21 percent relative to the same 
period in the year 2000. 

Although moves such as this 
make clear economic sense, 10 
years ago this practice would 
never have been allowed by 
government regulations that 
made worker protection a top 
priority. In order to climb out of 
its recent recession, however, 
Japan is rethinking its past ap¬ 
proach and granting corpora¬ 
tions increased opportunity to 
restructure themselves in ways 
that will promote competitive¬ 
ness. 

This type of open-minded 
approach is not necessarily 
spreading to other countries 
that have traditionally placed a 
premium on worker protection, 
however. For example, in 
France it is very difficult to lay 
off workers, with labor laws re¬ 
quiring lengthy negotiations 
and lucrative severance pack¬ 
ages for displaced workers. 


Indeed, when food maker 
Groupe Danone moved to 
close two factories that em¬ 
ployed fewer than 600 people, 
protesters marched through 
Paris calling for a boycott of the 
company's products. 

Handcuffing French employ¬ 
ers in this way sometimes 
appears to be self-defeating, 
however, when it comes to pro¬ 
tecting workers. For example, 
although authorities were able 
to repeatedly block Moulinex 
from closing some of its plants, 
saving the short-term futures of 
800 workers, the firm's standing 
against international competi¬ 
tion continued to erode. In the 
end, 8,880 workers were dis¬ 
placed in October 2001 when 
Moulinex went bankrupt, and 
there was little or nothing the 
French government could do 
about that. 

SOURCE: t. M. Kunii, "Under the Knife," 
BusinessWeek (September 10, 2001), p. 62; 

C. Dawson, "Saying Sayonara," 

BusinessWeek (September 24, 2001), pp. 
108-109; I. M. Kunii, "Japan's Jobless Need 
More Than a Handout," BusinessWeek 
(September 24, 2001), p. 110; C. Matlack, 
"The High Cost of France's Aversion to 
Layoffs," BusinessWeek (November 5, 2001), 
p. 56. 


Goal Setting and Strategic Planning 

The second step in human resource planning is goal setting and strategic planning, 
as shown in the middle of Figure 5.1. The purpose of setting specific quantitative goals 
is to focus attention on the problem and provide a benchmark for determining 
the relative success of any programs aimed at redressing a pending labor shortage or 
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surplus. The goals should come directly from the analysis of labor supply and demand 
and should include a specific figure for what should happen with the job category or 
skill area and a specific timetable for when results should be achieved. 

The auto parts manufacturer, for instance, might set a goal to reduce the number 
of individuals in the production assembler job category by 50 percent over the next 
three years. Similarly, the firm might set a goal to increase the number of individuals 
in the sales representative job category by 25 percent over the next three years. 

Once these goals are established, the firm needs to choose from the many different 
strategies available for redressing labor shortages and surpluses. Table 5.2 shows some 
of the options for a human resource planner seeking to reduce a labor surplus. Table 
5.3 shows some options available to the same planner intent on avoiding a labor 
shortage. 

This stage is critical because the many options available to the planner differ 
widely in their expense, speed, effectiveness, amount of human suffering, and revo- 
cability (how easily the change can be undone). For example, if the organization can 
anticipate a labor surplus far enough in advance, it may be able to freeze hiring and 
then just let natural attrition adjust the size of the labor force. If successful, an or¬ 
ganization may be able to avoid layoffs altogether, so that no one has to lose a job. In 
2001, for instance, many employers such as Texas Instruments, General Motors, 
Charles Schwab, Disney, Procter & Gamble, and NBC enacted hiring freezes in an¬ 
ticipation of a deteriorating economy. Figure 5.3 shows how the number of help 
wanted advertisements dropped during this period. 4 


TABLE 5.2 

Options for 
Reducing an 
Expected Labor 
Surplus 



OPTION SPEED HUMAN SUFFERING 


TABLE 5.3 
Options for 
Avoiding an 
Expected Labor 
Shortage 
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FIGURE 5.3 

The Impact of Hiring 
Freezes on 
Employment 
Opportunities in 
2001 


Unfortunately for many workers, in the past decade the typical organizational re¬ 
sponse to a surplus of labor has been downsizing, which is fast but high in human suf¬ 
fering. The widespread use of downsizing in 2001 was a contributing factor in the 
largest number of personal bankruptcies ever recorded in the United States. Beyond 
this economic impact, the psychological impact spills over and affects families, in¬ 
creasing the rates of divorce, child abuse, and drug and alcohol addiction. 5 The typi¬ 
cal organizational response to a labor shortage has been either hiring temporary em¬ 
ployees or outsourcing, responses that are fast and high in revocability. Given the 
pervasiveness of these choices, we will devote special subsections of this chapter to 
each of these options. 

Downsizing 

We define downsizing as the planned elimination of large numbers of personnel de¬ 
signed to enhance organizational competitiveness. Many organizations adopted this 
strategic option in the late 1980s and early 1990s, especially in the United States. In 
fact, over 85 percent of the Fortune 1000 firms downsized between 1987 and 2001, re¬ 
sulting in more than 8 million permanent layoffs—an unprecedented figure in U.S. 
economic history. The jobs eliminated in these downsizing efforts should not be 
thought of as temporary losses due to business cycle downturns or a recession but as 
permanent losses due to the changing competitive pressures faced by businesses today. 
In fact, in over 80 percent of the cases where downsizing took place, the organizations 
initiating the cutbacks were making a profit at the time. 6 For example, in 1998, Gen¬ 
eral Electric Company set in motion a $2 billion restructuring program even though 
all of GE’s divisions were generating double-digit returns on investments. 7 


Downsizing 

The planned 
elimination of large 
numbers of 
personnel designed 
to enhance 
organizational 
effectiveness. 
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Rather than trying to stem current losses, the major reasons for most downsizing 
efforts dealt with promoting future competitiveness. Surveys indicate four major rea¬ 
sons that organizations engaged in downsizing. First, many organizations were look¬ 
ing to reduce costs, and because labor costs represent a big part of a company's total 
costs, this is an attractive place to start. For example, when the Dow Jones industrial 
average dropped from over 11,000 points to below 9,000 in the year 2001. many Wall 
Street firms were faced with high overhead costs that could be eliminated only by re¬ 
ducing head counts. Merrill Lynch, Bank of America, Paine Webber, J. P. Morgan 
Chase, and Deutsche Bank all laid off roughly 10 percent of their workforce in an ef¬ 
fort to stay profitable. 8 

Second, in some organizations, closing outdated plants or introducing technologi¬ 
cal changes to old plants reduced the need for labor. For example, at Caterpillar, as a 
result of changes in the way the company employs information technology, it now 
needs only one shift of workers to turn out a volume of engines that would have re¬ 
quired two shifts a few years ago. To appreciate this kind of trade-off, it is instructive 
to examine Caterpillar's old and new methods. 

A few years ago, if a customer wanted to order an engine with particular features, 
it had to work with Caterpillar representatives to translate what it needed into Cater¬ 
pillar part numbers. The representatives would then forward the order to a shop floor 
supervisor, who would relay the order to workers. Workers would then order the 
needed parts and assemble the tools required. Now, using a computer connected to 
Caterpillar's Peoria, Illinois, headquarters, customers can electronically order an en¬ 
gine with the desired specifications in plain English over phone lines. Caterpillar's 
computer then translates that ordinary language into the company's internal language 
and ships the order directly to the workers on the factory floor. While shop floor work¬ 
ers read the computer printouts to figure out what engine to produce next, the com¬ 
puter is already sending the same message to a computer-controlled monorail system 
and robots that bring the workers the necessary parts, tools, and instructions about 
what to do. By using up-to-date information technology. Caterpillar's enhanced pro¬ 
ductivity allows it to get twice as much work out of the same number of individuals. 9 

A third reason for downsizing was that many mergers and acquisitions reduced the 
need for bureaucratic overhead, displacing many managers and some professional staff 
members. For example, the threat of health care reform in the mid-1990s prevented 
many pharmaceutical companies from raising prices. To maintain profitability in the 
face of price stagnation, many firms pursued merger strategies so that they would have 
more products but fewer people. For example, Rouche Holding Ltd. purchased Syn- 
tex Corporation for $5.3 billion, acquiring all its products, but then cut the Syntex 
payroll from 10,000 people to 5,000. 10 Similarly, outside the pharmaceutical industry, 
the merger between First Union Corporation and CoreStates Financial Corporation 
created administrative efficiencies but eliminated 12,000 jobs. 11 

A fourth reason for downsizing was that, for economic reasons, many firms 
changed the location of where they did business. Some of this shift was from one area 
of the United States to another-in particular, many organizations moved from the 
Northeast, the Midwest, and California to the South and mountain regions of the 
West. For example. Universal Studios moved many of its operations out of Los An¬ 
geles to Orlando, Florida, where the costs of producing television shows are over 40 
percent less than in Los Angeles. !2 Some of this shift was also due to jobs moving out 
of the United States altogether. In 1998 Fruit of the Loom, citing the high costs of 
American labor, announced that it was going to cut 2,900 domestic jobs in the 
United States and move production to Mexico.!3 

Although the jury is still out on whether these downsizing efforts have enhanced 
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organizational effectiveness, some early indications are that the results have not lived 
up to expectations. One study of 52 Fortune 100 firms shows that most firms that an¬ 
nounce a downsizing campaign show worse, rather than better, financial performance 
in the following years. 14 

There seem to be a number of reasons for the failure of most downsizing efforts to 
live up to expectations in terms of enhancing firm performance. First, although the 
initial cost savings are a short-term plus, the long-term effects of an improperly man¬ 
aged downsizing effort can be negative. Downsizing not only leads to a loss of talent, 
but in many cases it disrupts the social networks needed to promote creativity and 
flexibility, is For example, in the Rouche Holding-Syntex merger discussed earlier, 
most employees who left did so voluntarily, taking advantage of a lucrative severance 
package. This "parachute" gave employees two to three years of full compensation, 
depending on their job level. Many felt that this strategy led to turnover among the 
best, most marketable scientists and managers. One former Syntex scientist asked, 
"What makes them think they can be successful scientifically and discover new drugs 
when they have lost most of their good discovery people?" 16 

Second, many downsizing campaigns let go of people who turn out to be irre¬ 
placeable assets. In fact, one survey indicated that in 80 percent of the cases, firms 
wind up replacing some of the very people who were let go. One senior manager of a 
Fortune 100 firm described a situation in which a bookkeeper making $9 an hour was 
let go; but then, when the company realized she knew many things about the com¬ 
pany that no one else knew, she was hired back as a consultant for $42 an hour.! 7 In¬ 
deed, the practice of hiring back formerly laid-off workers has become so routine that 
many organizations are increasingly using software formerly used for tracking job ap¬ 
plicants to track their laid-off employees. The software creates a custom snapshot of 
each laid-off employee and periodically updates the file bye-mailing former workers 
to see what new skills they may have developed. If the organization moves from fac¬ 
ing a labor surplus to a labor shortage, these former workers can be contacted quickly 
and restored to payrolls, is 

A third reason downsizing efforts often fail is that employees who survive the 
purges often become narrow-minded, self-absorbed, and risk-averse. Motivation lev¬ 
els drop off because any hope of future promotions-or even a future-with the com¬ 
pany dies out. Many employees also start looking for alternative employment oppor¬ 
tunities. The negative publicity associated with a downsizing campaign can also hurt 
the company's image in the labor market, making it more difficult to recruit employ¬ 
ees later. The key to avoiding this kind of reputation damage is to ensure that the 

need for the layoff is well explained and that procedures for implementing the layoff 

are fair.!9 Although this may s'eem to reflect common sense, organizations are often 

reluctant to provide this kind of information, especially if part of the reason for the 

layoff was top-level mismanagement.^ 

Many of these problems with downsizing efforts can be reduced with better plan¬ 
ning, but this is hardly a panacea for increasing organizational competitiveness in the 
new millennium. More judicious use of all the other avenues for eliminating a labor 
surplus (shown in Table 5.2) is needed, but because many of these take effect slowly, 
without better forecasting, organizations will be stuck with downsizing as their only 
viable option. 


Early Retirement Programs 

Another popular means of reducing a labor surplus is to offer an early retirement pro¬ 
gram. As shown in Figure 5.4, the average age of the U.S. workforce is increasing. But, 
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FIGURE 5.4 

Aging of the U.S. 
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although many baby boomers are approaching traditional retirement age, early indica¬ 
tions are that this group has no intention of retiring any time soon. 21 Several forces 
fuel the drawing out of older workers' careers. First, the improved health of older peo¬ 
ple in general, in combination with the decreased physical labor in many jobs, has 
made working longer a viable option. Second, this option is attractive for many work¬ 
ers because they fear Social Security will be cut, and many have skimpy employer- 
sponsored pensions that may not be able to cover their expenses. Finally, age discrim¬ 
ination legislation and the outlawing of mandatory retirement ages have created 
constraints on organizations' ability to unilaterally deal with an aging workforce. 

Although an older workforce has some clear advantages for employers in terms of 
experience and stability, it also poses problems. First, older workers are sometimes 
more costly than younger workers because of their higher seniority, higher medical 
costs, and higher pension contributions. When the value of the experience offsets 
these costs, then employers are fine; but if it does not, it becomes difficult to pass these 
costs to consumers. Second, because older workers typically occupy the best-paid jobs, 
they sometimes prevent the hiring or block the advancement of younger workers. 
This is frustrating for the younger workers and leaves the organization in a perilous 
position whenever the older workers decide to retire. 

For example, in the 20-year period between 1978 and 1997, Cummins Engine's 
Columbus plant did not hire a single new full-time person at its 2,800-employee 
plant. By the year 2000, almost all of its hourly workers will be old enough to retire, 
but there will be little if any experienced talent available to take their place. The 
company would like to bring in younger, cheaper workers, but its hands are tied by a 
no-layoff contract signed with the Diesel Workers Union and by poor performance in 
the product market (profits having dropped 2f) percent in 1996).22 

In the face of such demographic pressures, many employers try to induce voluntary 
attrition among their older workers through early retirement incentive programs. 
These programs come in an infinite variety. Depending on how lucrative they are, they 
meet with varied success. Although some research suggests that these programs do in¬ 
duce attrition among lower-performing older workers,z3 to a large extent, such pro¬ 
grams' success is contingent upon accurate forecasting. For example, at AT&T, CEO 
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Mike Armstrong wanted to cut up to 11,000 managers between 1996 and 1999. How¬ 
ever, by as early as 1997, 14,000 managers had already opted for the package, and by 
1998, AT&T went from a labor surplus in this job category to a severe labor shortage.24 

For this and other reasons, many organizations are moving from early retirement 
programs to phased retirement programs. Phased retirement programs allow the or¬ 
ganization to tap into the experience of older workers while reducing the number of 
hours they work (and hence reducing costs). This option is often helpful psychologi¬ 
cally for the workers, who can ease into retirement rather than being thrust all at 
once into a markedly different way of life.2S 

Employing Temporary Workers 

Whereas downsizing has been a popular method for reducing a labor surplus, hiring 
temporary workers and outsourcing has been the most widespread means of eliminat¬ 
ing a labor shortage. Indeed, government estimates indicate that in 1997 close to 1 
million people were working in temporary job arrangements in the manufacturing 
sector alone, and 2.3 million across the entire economy.26 Temporary employment af¬ 
fords firms the flexibility needed to operate efficiently in the face of swings in the de¬ 
mand for goods and services. Several other advantages with temporary employment 
arrangements need to be noted as well. 

In addition to size flexibility, the use of temporary workers frees the firm from many 
administrative tasks and financial burdens associated with being the "employer of 
record." For example, the cost of benefits at McDonnell Douglas, including health 
care, pension, life insurance, workers' compensation, and unemployment insurance, 
accounted for 40 percent of payroll expenses. It is easy to understand why McDonnell 
Douglas's human resource plan raised the percentage of temporary workers from 4.3 
percent to 15 percent. 

Second, small companies that cannot afford their own testing programs often get 
employees who have been tested by a temporary agency. For example, Cheryl Nelson 
(HR manager at Aligned Fiber Composites, a small manufacturer in Chatfield, Min¬ 
nesota) notes, "We do not have a satisfactory means of testing employees in-house, so 
we turned to a temporary agency. We bring temporaries on for 90 days, and if they 

work out, and we can use them in permanent positions, we roll them onto our pay¬ 

roll." In fact, 17 percent of Aligned Fiber's permanent employees were once success¬ 
ful temporaries.27 

Third, many temporary agencies train employees before to sending them to em¬ 
ployers, which reduces training costs and eases the transition for both the temporary 
worker and the company. For'example, when United Parcel Service (UPS) signed on 
with a temporary agency to supply data entry personnel, the agency designed a com¬ 
puter screen that simulated those used at UPS. A temporary worker would not be as¬ 
signed to UPS without achieving a certain keystroke level. Nike, the athletic shoe 

company, had a similar arrangement with an agency that provided workers who 

packed sneakers.2s 

Finally, because the temporary worker has little experience in.the host firm, she 
brings an objective perspective to the organization's problems and procedures that is 
sometimes valuable. Also, since the temporary worker may have a great deal of expe¬ 
rience in other firms, she can sometimes identify solutions to the host organi-ation's 
problems that were confronted at a different firm. For example, one temporary worker 
at Lord, Abbett and Company, an investment firm in New York, suggested an efficient 
software program for managing portfolios that she had been trained with at a differ- 
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ent firm. Thus temporary employees can sometimes help employers to benchmark and 
improve their practices. 

Certain disadvantages to employing temporary workers need to be overcome to ef¬ 
fectively use this source of labor. For example, there is often tension between a firm's 
temporary employees and its full-time employees. Surveys indicate that 33 percent of 
full-time employees perceive the temporary help as a threat to their own job security. 
This can lead to low levels of cooperation and. in some cases, outright sabotage if not 
managed properly. 

There are several keys to managing this problem. First, the organization needs to 
have bottomed out first in terms of any downsizing effort before it starts bringing in 
temporaries. A downsizing effort is almost like a death in the family for employees 
who survive, and a decent time interval needs to exist before new temporary workers 
are introduced into this context. Without this time delay, there will be a perceived 
association between the downsizing effort (which was a threat) and the new tempo¬ 
rary employees (who may be perceived by some as outsiders who have been hired to 
replace old friends). Any upswing in demand for labor after a downsizing effort should 
probably first be met by an expansion of overtime granted to core full-time employ¬ 
ees. If this demand persists over time, one can be more sure that the upswing is not 
temporary and that there will be no need for future layoffs. The extended stretches of 
overtime will eventually tax the full-time employees, who will then be more recep¬ 
tive to the prospect of hiring temporary employees to help lessen their load. 

Second, if the organization is concerned about the reactions of full-time workers 
to the temporaries, it may want to go out of its way to hire "nonthreatening" tempo¬ 
raries. For example, although most temporary workers want their temporary assign¬ 
ments to turn into full-time work (75 percent of those surveyed expressed this hope), 
not all do. Some prefer the freedom of temporary arrangements. These workers are 
the ideal temporaries for a firm with fearful full-time workers. 

Firms can also create their own nonthreatening temporary pool staffed by full-time 
employees who move from unit to unit. For example, AT&T Universal Card Services 
in Jacksonville, Florida, created its own in-house temporary agency. These internal 
temporaries move from one department to another, depending on the demand for 
services. The company has created a special database that tracks each employee's past 
internal assignments, and this is used to check on the relevant experience of each 
such internal transfer. 

Of course, in attempting to convince full-time employees that they are valued and 
not about to be replaced by temporary workers, as the "Competing by Meeting Stake- 
holdets' Needs" box highlights, the organization must not create the perception that 
temporary workers are second-class organizational citizens. As with managing the 
full-time employee concerns, there are several keys to managing the concerns of tem¬ 
porary employees. First, as far as possible, the organization should treat temporary em¬ 
ployees the same way it treats full-time workers. For example, at Ford Motor Com¬ 
pany in Detroit, temporary engineering employees were given the same memos, 
newsletters, and bulletins about the company as were regular employees, even though 
many of the projects they were working on"had little to do with much of the organi¬ 
zation's core business. Joe O'Hagan, principal engineer at Ford, notes, "We treated 
them as if they were an integral part of our team, and to be a part of our team, they 
had to know what everybody else knows. We worked'to make sure they understood 
the big picture."29 

HR staff can also prevent feelings of a two-tiered society by ensuring that the tem¬ 
porary agency provides benefits to the temporaries that are at least minimally compa- 
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Microsoft's brown bag lunches 
were well known throughout 
the organization as being an 
excellent place to learn about 
new product developments and 
recent corporate initiatives. 
David Larsenwason his way to 
his first of these when he was 
pulled aside by his supervisor 
and told, "We don't want you 
to go to those things; we want 
you at your computer finding 
bugs." 

Larson was unwanted at this 
event because he was not a 
"regular" Microsoft employee 
but was instead one of its 5,000 
temporary workers. These tem¬ 
porary workers performed many 
of the same duties as regular 
employees, including customer 
service, software testing, and 
programming, and had done so 
for many years-earning the 
nickname "permatemps." How¬ 
ever, despite their years of 
service, these people were 
treated as second-class citizens 
throughout the corporation. 

Some of the distinctions, 
such as wearing orange identifi¬ 
cation badges rather than blue 

ones worn by the regular staff, 


were simply embarrassing, but 
others were more costly. For ex¬ 
ample, permatemps were not 
allowed to participate in the 
employee stock purchase pro¬ 
gram, which allowed regular 
employees to buy stock at a 15 
percent discount. This benefit 
made millionaires out of many 
Microsoft employees because 
the stock rose nearly 2,500 per¬ 
cent between 1992 and 2000. 

These permatemps had their 
revenge, however, on January 
9, 2000, when the U.S. 

Supreme Court ruled that this 
type of differential treatment of 
long-term temporary employ¬ 
ees was illegal. In the subse¬ 
quent settlement Microsoft 
agreed to pay $97 million to 
roughly 10,000 current and for¬ 
mer permatemps to rectify the 
past injustice. This legal deci¬ 
sion sent shock waves through 
the rest of the U.S. economy 
because many other employers 
had created similar two-tier 
wage structures for regular and 

temporary emp oyees. 

During the lawsuit Microsoft 
made extensive changes in the 

way It manage Its temporary 


workers. First, it aggressively 
converted past temporary work¬ 
ers into regular employees by 
taking 35 percent of all new 
hires from a pool of temporary 
workers. Second, it established 
clear rules for limiting tempo¬ 
rary assignments to one year in 
duration with 100 days' mini¬ 
mum interval between 
assignments. Third, the com¬ 
pany made more judicious use 
of outside temporary agencies 
to ensure that the workers pro¬ 
vided by those services 
received benefits that more 
closely resembled those of Mi¬ 
crosoft workers. Although 
changing the internal culture of 
Microsoft might be more diffi¬ 
cult, as one former permatemp 
noted, "Microsoft is slowly but 
painfully finding out that they 
have to treat people who work 
full-time, year round as regular 
employees." 

SOURCE: M. Gimein, "The Bugs in 
Microsoft's Culture," Fortune (January 8, 

2001), p. 128; T. Smits, "Microsoft Temps' 

Win Court Ruling," USA Today Online 
(January 10, 2000), p. 1; L. Davidson, "Temp 

Workers Want a Better Deal," Workforce 

(October 2000), pp. 44-49; J. Redman, 
"Microsoft Bans Long-Term Temps," USA 
Today Online (June 7, 2000), p. 1. 


rable with those enjoyed by the full-time workers with whom they interact. FQr ex¬ 
ample, one temporary agency, MacTemps, gives its workers long-term health cover¬ 
age, full disability insurance, and complete dental coverage. This not only reduces the 
benefit gap between the full-time and part-time workers but also helps attract the best 
part-time workers in the first place. 
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Outsourcing 

An organization's 
use of an outside 
organization for a 
bro~d set of 
services. 


Outsourcing 

Whereas a temporary employee can be brought in to manage a single job, in other 
cases a firm may be interested in getting a much broader set of services performed by 
an outside organization; this is called outsourcing. For example, American Airlines 
established a contract with Johnson Controls Inc. to provide ticket agents for Amer¬ 
ican's operations at 28 second-tier airports. In this case, cost control was the main rea¬ 
son-American paid its veteran agents at major airports $19 an hour plus benefits, 
the going market rate for this industry. Johnson Controls, on the other hand, pays the 
existing local market wage, only $8 an hour, for the 500 jobs that were handed over 

to it. 

In other cases, outsourcing is driven by economies of scale that make it more effi¬ 
cient to hand over work to an outside agent. For example, several years ago Ford 
Motor Company had a unit that processed automobile financing applications. Now it 
hands this workover to Detroit-based MCN Corporation, which can do the same job 
with fewer people than Ford. MCN uses its dedicated computers and staff to process 
data for Ford (and over 25 other companies) with an efficiency that comes from a nar¬ 
row focus on data entry and analysis, unfettered by the need to produce automobiles. 
APAC (a private telemarketing company in Cedar Rapids, Iowa) has a similar 
arrangement with Western Union, Compaq, Quill, Sears, and many other companies. 
APAC's specialty is answering the telephone, and its 4,000 operators take orders and 
provide information to customers of their clients. As Donald Gerryman, vice presi¬ 
dent of APAC, notes, "When you call our clients' 800 numbers, you get us." 

Outsourcing is a logical choice when the firm simply does not have certain ex¬ 
pertise and is not willing to invest the time and energy to develop it. For example, 
American Express Financial Advisors (AEFA) has a leadership development division 
that provides training services to clients based on a detailed needs analysis. Some¬ 
times this needs analysis turns up training requirements in areas where AEFA has no 
established curriculum. Where once the firm might have developed such curriculum 
for the client, now, to keep a narrower focus, it searches for an outside supplier better 
able to meet this need. No new trainers are added to the AEFA payroll, and no costly 
curriculum development is initiated. As one manager notes, "There are just a lot of 
good programs out there, and we don't want to reinvent the wheel. ... This allows us 

to keep ourselves very lean and focused."30 

Outsourcing in the area of manufacturing often involves designing projects in the 
United States and then shipping manufacturing responsibilities overseas. Japanese 
and Korean firms, in particular, can often produce key components or even a finished 
product for 10 to 60 percent less than the cost of in-house manufacturing. For exam¬ 
ple, close to 50 percent of Chrysler's minicompact and subcompact cars are produced 
in Asia; Apple introduced a laptop computer produced by Sony; and Motorola set up 
equipment production centers in Hong Kong. Outsourcing in the service industry 
often means shipping data entry Jobs overseas. Metropolitan Life Insurance has its 
medical claims analyzed in Ireland, where operating costs are about 35 percent less 
than in the United States. Typing mills in the Philippines are even more competitive, 
entering 10,000 characters for 50 cents; those in China will do the same for a mere 
20 cents. Clearly, the labor supplies of countries like China, India, Jamaica, and those 
in Eastern Europe are creating an oversupply of labor for unskilled and low-skilled 

work. 

Technological advancements in computer networking and transmission have 
speeded up the outsourcing process and have also helped it spread beyond manufac¬ 
turing areas and low-skilled jobs. For example, firms that perform design engineering 
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find that India is a fertile ground for outsourcing this type of work. India inherited a 
strong English-language school system from the days of British rule and has always 
emphasized mathematics in its schools. Yet, Indian computer scientists earn only 
$1,300 a month on average, compared with $5,000 per month in the United States.31 
One survey of U.S. CEOs indicated that 42 percent of communication firms, 40 per¬ 
cent of computer manufacturers, and 37 percent of semiconductor companies rely on 
outsourcing to foreign firms, and most expected these percentages to grow to the 50 
percent range. 32 

Many are concerned that while this type of outsourcing may make good sense in 
the short term, its long-term implications for U.S. firms' competitiveness are nega¬ 
tive. Although these firms may be reducing manufacturing costs, eventually they will 
find it more and more difficult to design products that can take advantage of innova¬ 
tions in technology. It is argued that outsourcing, if left unchecked, starts a downward 
spiral that prompts more and more outsourcing until the firm itself produces nothing 
of value. In the meantime, more and more U.S. workers get displaced. In the end, 
firms that do the manufacturing soon develop their own design teams and then be¬ 
come direct competitors with a substantial competitive advantage. For example, 
Toshiba once produced televisions for Sears and then introduced sets under its own 
brand name several years later. At that time, its marketing strategy was to simply say, 
"These televisions are exactly what you would get at Sears, but they cost less." Need¬ 
less to say. Sears no longer produces televisions under its own brand name. Nation¬ 
wide, whereas 100 percent of color television sets were manufactured by U.S. firms in 
1960, by 1990 that share was down to 12 percent.33 


Overtime and Expanding Worker Hours 

Companies facing a shortage of labor may be reluctant to hire new full-time or part- 
time employees. Under some conditions, these firms may have the option of trying to 
garner more hours out of the existing labor force. Many employers opted for this strat¬ 
egy during the 1990s. Indeed, 6 percent of the automobiles assembled in North Amer¬ 
ica in 1997 resulted from overtime production. To put this in perspective, this is 
equivalent to the output of an additional four auto plants running on straight time. 34 
Despite having to pay workers time-and-a-half for overtime production, employers 
see this as preferable to hiring and training new employees-especially if they are 
afraid that current demand for products or services may not extend to the future. 
Also, for a short time at least, many workers enjoy the added compensation. However, 
over extended periods, empl9yees experience stress and frustration from being over¬ 
worked in this manner. Thus it is not surprising that during the 1998 General Motors 
strikes, one employee demand was for the company to hire additional new workers. 


Program Implementation and Evaluation 

The programs developed in the strategic-choice stage of the process are put into prac¬ 
tice in the program-implementation stage, shown at the bottom of Figure 5.1. A crit¬ 
ical aspect of program implementation is to make sure that some individual is held ac¬ 
countable for achieving the stated goals and has the necessary authority and r~sources 
to accomplish this goaL It is also important to have regular progress reports on the im¬ 
plementation to be sure that all programs are in place by specified times and that the 
early returns from these programs are in line with projections. 

The final step in the planning process is to evaluate the results. Of course, the most 
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obvious evaluation involves checking whether the company has successfully avoided 
any potential labor shortages or surpluses. Although this bottom-line evaluation is 
critical, it is also important to go beyond it to see which specific parts of the planning 

process contributed to success or failure. . A , . , 

A good example of the necessary diagnostic work can be seen in Bell Atlantic s re¬ 
cent failed downsizing effort. Convinced in 1994 that the company would need fewer 
workers, but facing a union (the Communication Workers of America) that 
staunchly opposed layoffs, Bell Atlantic developed a high-priced buyout plan. Any 
worker could take advantage of the buyout program, but they had do it before their 

contract expired in August 1998. , . , , 

Bv ]une 1998 almost a third of its unionized workforce (14,000 people) stood ready 
to take the company up on its offer. However, forecasts for product demand were 
grossly underestimated. Whereas Bell Atlantic forecasted lower demand for.copper 
wiring, instead orders surged as many industrial and residentia consumers added sec¬ 
ond lines for faxes and modems. The smaller workforce could not keep up with de¬ 
mand, however. Stretching the hours of the remaining employees simply did not work 

in many traffic-congested metropolitan areas like New York City. 

So, while many experienced employees were walking away with lucrative buyou s, 
Bell Atlantic had to replace them with inexperienced new hires amid a labor short¬ 
age in the overall U.S. economy. To avert disaster, the company had to otter a Z5 per¬ 
cent hike in its already generous pension plan to any employee who would stay. Ihe 
overall effect was to create an extravagant bonus system that rewarded employees for 

either staying or leaving. 33 


Workforce 
utilization review 

A comparison of the 
proportion of 
workers in protected 
subgroups with the 
proportion that each 
subgroup represents 
in the relevant labor 
market. 


rhe Special Case of Affirmative Action Planning 

We have argued that human resource planning is an important function that should 
be applied to an organization’s entire labor force. It is also important to plan for var¬ 
ious subgroups within the tabor force. For example, affirmative action plans forecast 
and monitor the proportion of various protected group members, such as women and 
minorities, that are in various job categories and career tracks. The proportion o 
workers in these subgroups can then be compared with the proportion that each sub¬ 
group represents in the relevant labor market. This type of comparison is called a 
workforce utilization review. This process can be used to determine whether there is 
any subgroup whose proportion in the relevant labor market is substantially different 

from the proportion in the job category. , . . 

If such an analysis indicates that some group—for example, African Americans 
makes up 35 percent of the relevant labor market for a job category but that this same 
group constitutes only 5 percent of the actual incumbents in that job category in t at 
organization, then this is evidence of underutilization. Underutilization could come 
about because of problems in selectioh or from problems in internal movement, and 
this could be seen via the transitional matrices discussed earlier in this chapter. 

This kind of review is critical for many different reasons. First, many firms adopt 
“voluntary affirmative action programs” to make sure underutilization does not occur 
and to promote diversity. These efforts seem to be particularly needed at upper levels 
of management, where the underutilization of African Americans is most acute. 
Second, companies might also engage in utilization reviews because they are lega y 
required to do so. For example, Executive Order 11246 requires that government con¬ 
tractors and subcontractors maintain affirmative action programs Third, affirmative 
action programs can be mandated by the courts as part of the settlement of discrimi- 
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nation complaints. Indeed, the new Civil Rights Act was largely supportive of these 
kinds of court-ordered affirmative action plans. 

Regardless of the motivation for adopting affirmative action planning, the steps re¬ 
quired to execute such a plan are identical to the steps in the generic planning process 
discussed earlier in this chapter. That is, the company needs to assess current utiliza¬ 
tion patterns and then forecast how these are likely to change in the near future. If 
these analyses suggest current underutilization and if forecasts suggest that this prob¬ 
lem is not likely to change, then the company may need to set goals and timetables 
for changing this situation. Certain strategic choices need to be made in the pursuit 
of these goals that might affect recruitment or selection practices, and then the suc¬ 
cess of these strategies has to be evaluated against the goals established earlier in the 
process . 


The Human Resource 
Recruitment Process 


As the first half of this chapter shows, it is difficult to always anticipate exactly how 
many (if any) new employees will have to be hired in a given year in a given job cat¬ 
egory. The role of human resource recruitment is to build a supply of potential new 
hires that the organization can draw on if the need arises. Thus human resource re¬ 
cruitment is defined as any practice or activity carried on by the organization with the 
primary purpose of identifying and attracting potential employees.J7 It thus creates a 
buffer between planning and actual selection of new employees, which is the topic of 
our nex t chapter. 

Recruitment activities are designed to affect (1) the number of people who apply 
for vacancies, (2) the type of people who apply for them, and/or (3) the likelihood 
that those applying for vacancies will accept positions if offered.^® The goal of an or¬ 
ganizational recruitment program is to ensure that the organization has a number of 
reasonably qualified applicants (who would find the job acceptable) to choose from 
when a vacancy occurs. 

The goal of the recruiting is not simply to generate large numbers of applicants. If 
the process generates a sea of unqualified applicants, the organization will incur great 
expense in personnel selection (as discussed more fully in the next chapter), but few 
vacancies will actually be filled. 

The goal of personnel recruitment is not to finely discriminate among reasonably 
qualified applicants either. Recruiting new personnel and selecting new personnel are 
both complex processes. Each task is hard enough to accomplish successfully, even 
when one is well focused. Organizations explicitly trying to do both at the same time 
will probably not do either well. For example, research suggests that recruiters provide 
less information about the company when conducting dual-purpose interviews (in¬ 
terviews focused on both recruiting and selecting applicants).39 Also, applicants ap¬ 
parently remember less information about the recruiting organization after dual- 
purpose interviews. 40 

Because of strategic differences among companies (see Chapter 2), the imp<?rtance 
assigned to recruitment may differ. 41 In general, however, as shown in Figure 5.5, all 
companies have to make decisions in three areas of recruiting: (1) personnel policies, 
which affect the kinds of jobs the company has to offer; (2) recruitment sources used 
to solicit applicants, which affect the kinds of people who apply; and (3) the charac- 
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FIGURE 5.5 

Overview of the 
Individual Job 
Choice- 
Organizational 
Recruitment Process 


Job Choice 



Recruitment Influences 


teristics and behaviors of the recruiter. These in turn, influence both the nature of the 
vacancies and the nature of the people applying for jobs in a way that shapes job 

choice decisions.42 

Personnel Policies 

Personnel policies is a generic term we use to refer to organizational decisions that af¬ 
fect the nature of the vacancies for which people are recruited. If the research on re¬ 
cruitment makes one thing clear, it is that characteristics of the vacancy are more im¬ 
portant than recruiters or recruiting sources when it comes to predicting job choice.43 


Internal versus External Recruiting 

One desirable feature of a vacancy is that it provides ample opportunity for advance¬ 
ment and promotion. One organizational policy that affects this is the degree to 
which the company "promotes from within"-that is, recruits for upper-level vacan¬ 
cies internally rather than externally. Indeed, a 2001 survey of MBA students found 
that this was their top consideration when evaluating a company.44 

We discuss internal versus external recruiting both here and in "Recruitment 
Sources" later in this chapter because this policy affects the nature of both the job and 
the iqdividuals who apply. For now, we focus on the effects that promote-from-within 
policies have on job characteristics, noting that such policies make it clear to appli¬ 
cants that there are opportunities for advancement within the company. These op¬ 
portunities spring not just from the first vacancy but from the vacancy created when 
a person in the company fills that vacahcy. For example, in a company with three lev¬ 
els of management, a vacancy at the third level that is filled from within may "trickle 
down,” creating a vacancy at the second level; this, in turn, creates a vacancy at the 
first level. 

McDonald's restaurants provide a good example of the virtues of promoting from 
within. Phil Hagans, an African American who was once a cook at a McDonald's, 
now owns two franchises thanks to a program that encourages low-income managers, 
regardless of race, to buy franchises. Hagans's restaurants not only turn a profit, they 
also perform a valuable social function by providing needed employment and work 
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experience for many inner-city youths in the Houston area. In Hagans’s view, pro¬ 
grams such as this make McDonald’s “the best company for African American entre¬ 
preneurs.” 45 

The retailing industry is an example of an entire sector of the economy that is in¬ 
creasingly being perceived as an area with good opportunities for internal advance¬ 
ment. This is especially the case for the superstores, such as Wal-Mart, Home Depot, 
and Target, where thousands of managers must be hired and promoted each year to 
run new outlets. Applicants who used to shun retailing jobs are now attracted to them 
because of the opportunities for advancement. A new college graduate who goes to 
Target can have responsibility for 20 employees and an $8 million department just 12 
weeks out of school. These trainees, if successful, can become managers of small stores 
in as little as three years. Some employees who started with Target at 24 years of age 
are regional senior vice presidents by the time they are 30. 46 

Lead-the-Market Pay Strategies 

Because pay is an important job characteristic for almost all applicants, companies 
that take a “lead-the-market” approach to pay—that is, a policy of paying higher- 
than-current-market wages—have a distinct advantage in recruiting. Pay can also 
make up for a job’s less desirable features—for example, paying higher wages to em¬ 
ployees who have to work midnight shifts. These kinds of specific shift differentials 
and other forms of more generic compensating differentials will be discussed in more 
detail in later chapters that focus on compensation strategies. We merely note here 
that “lead” policies make any given vacancy more attractive to applicants. 

Increasingly, organizations that compete for applicants based on pay do so using 
pay forms other than wages and salary. For example, a 1997 survey indicates that close 
to 40 percent of employers used signing bonuses rather than higher wages to attract 
new hires, and up to 20 percent were providing lucrative stock option plans. 47 
Bonuses and stock options are preferable for many employers because, unlike wages 
and salary, they tend not to compound over time and can be administered more flex¬ 
ibly. However, due to the recent downturn in the economy and the demise of many 
dot-coms, job applicants are showing less interest in stock options. As Figure 5.6 
shows, between January 2000 and January 2001, the percentage of students who listed 
stock options as their most important incentive decreased while the number that val¬ 
ued flexible hours increased. 48 Indeed, the bottom seems to have dropped out of the 
labor market for dot-com jobs, and firms within this industry are having a difficult 
time recruiting any applicants for positions. 

Finding and Keeping the Best Employees 

In the 1990s many employers attempted to recruit employees with promises of stock 
option plans. However, the 2001 recession saw stock values drop sharply, thus reduc¬ 
ing the attractiveness of this specific inducement. In addition, many people became 
aware of restrictions on stock option plans in the wake of the Enron bankruptcy in 
December 2001. Some low-level and midlevel Enron employees held stock options 
worth over $ 1 million. When Enron stock started to slide, the company prevented its 
employees from cashing out their options, leaving many to helplessly watch their 
stock become worthless. Other Enron employees whose 401 (k) plans were entirely 
based on Enron stock (which they too could not sell) also suffered. It only made mat¬ 
ters worse when the U.S. Security and Exchange Commission suggested that Enron’s 
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FIGURE 5.6 
Changing Nature of 
the "Most Important 
Benefit" Among 
New Job Applicants 
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top executives illegally made more than $1 billion off stock sales just prior to the 
bankruptcy announcement. 

For many applicants restricted stock option plans are now perceived as having lim¬ 
ited value, and in order to attract top talent, employers are returning to more tradi¬ 
tional inducements such as salary and other benefits. Moreover, when the traditional 
benefit is a 401 (k) plan, smart applicants are demanding diversified funds rather than 
funds that are heavily skewed toward the employer’s own stock. 

SOURCE: W. Zellner, "The Fall of Enron ,"BusinessWeek (December 17, 2001), pp. 30-36. 


Employment-at-Will Policies 

Employment-at-will policies state that either party in the employment relationship 
can terminate that relationship at any time, regardless of cause. Companies that do 
not have employment-at-will provisions typically have extensive due process policies. 
Due process policies formally lay out the steps an employee can take to appeal a ter¬ 
mination decision. Recent court decisions have increasingly eroded employers’ rights 
to terminate employees with impunity. 49 To protect themselves from wrongful dis¬ 
charge suits, employers have been encouraged to state explicitly, in all formal re¬ 
cruiting documentation, that the employment is “at will. 

Some authors have gone so far as to suggest that all mention of due process should 
be eliminated from company handbooks, personnel manuals, and recruiting 
brochures. 50 Although this may have some legal advantages, job security is an impor¬ 
tant feature to many job applicants. Organizational recruiting materials that empha¬ 
size due process, rights of appeal, and grievance mechanisms send a message that job 
security is high; employment-at-will policies suggest the opposite. Research indicates 
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that job applicants find companies with due process policies more attractive than 
companies with employment-at-will policies. 51 


Image Advertising 

Organizations often advertise specific vacancies (discussed later in “Recruitment 
Sources”). Sometimes, however, organizations advertise just to promote themselves as 
a good place to work in general. 52 Image advertising is particularly important for com¬ 
panies in highly competitive labor markets that perceive themselves as having a bad 
image. 53 

The challenge and responsibility associated with a job is an attractive characteris¬ 
tic for many people. Dow Chemical’s $60 million television campaign in the early 
1990s hammered home the message “Dow lets you do great things.” This message was 
clearly aimed at affecting the general public’s view of the work at Dow. It was also an 
attempt to offset recurring negative publicity resulting from controversies surround¬ 
ing the production of napalm (1970s), Agent Orange (1980s), and faulty breast im¬ 
plants (1990s). 54 This negative publicity sometimes affected Dow’s ability to recruit 
on college campuses. The U.S. Army’s “Be all that you can be” campaign pursued a 
similar objective. These ads focused on the challenge associated with army jobs. They 
also attempted to offset certain negative attributes of the work, such as the fact that, 
in some of its jobs at certain times, other people are systematically trying to kill you. 

Although the programs described here try to promote the employer in the labor 
market in general, other image advertising programs target specific groups within the 
overall labor market. For example, many large corporations with agricultural ties, 
such as DuPont and Cargill, struggle to attract minority applicants. Statistics indi¬ 
cate, for example, that Hispanics, Asians, and African Americans constitute a mere 
4 percent, 3 percent, and 3 percent of all agriculture and food scientists, respectively. 
Lisa Barrios, a Mexican American who grew up in Chicago, typifies many urban mi¬ 
norities when she notes, “I assumed everything was just farming... if you didn’t have 
a rural background, then you wouldn’t be able to do it.” After working at a special mi¬ 
nority internship program at Monsanto’s Hybritech unit in Indiana, however, Barrios 
changed her major from chemical engineering to agricultural engineering . 55 

Whether the goal is to influence the perception of the public in general or specific 
segments of the labor market, research clearly shows that job seekers form beliefs 
about the nature of organizations well before they have any direct interviewing expe¬ 
rience with those companies. Thus, it is critical for organizations to systematically as¬ 
sess their reputation in the labor market and redress any shortcomings they detect rel¬ 
ative to their desired image." 56 


Recruitment Sources 

The sources from which a company recruits potential employees are a critical aspect 
of its overall recruitment strategy. The total labor market is expansive; any single or¬ 
ganization needs to draw from only a fraction of that total. The size and nature of the 
fraction that applies for an organization’s vacancies will be affected by how (and to 
whom) the organization communicates its vacancies. 57 The type of person who is 
likely to respond to a job advertised on the Internet may be different from the type of 
person who responds to an ad in the classified section of a local newspaper. In this sec¬ 
tion we examine the different sources from which recruits can be drawn, highlighting 
the advantages and disadvantages of each. 
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Internal versus External Sources 

We discussed internal versus external sources of recruits earlier in this chapter and fo¬ 
cused on the positive effects that internal recruiting can have on recruits' perceptions 
of job characteristics. We will now discuss this issue again, but with a focus on how 
using internal sources affects the kinds of people who are recruited. 

In general, relying on internal sources offers a company several advantages. 58 First, 
it generates a sample of applicants who are well known to the firm. Second, these ap¬ 
plicants are relatively knowledgeable about the company's vacancies, which mini¬ 
mizes the possibility of inflated expectations about the job. Third, it is generally 

cheaper and faster to fill vacancies internally. 

For example. Inova Flealth Systems, a Virginia-based consortium of hospitals, orig¬ 
inally centralized its human resource functions to cut recruitment costs. Prior to con¬ 
solidation, Inova's many separate hospitals were all managing their own different re¬ 
cruitment and selection efforts. This not only led to duplication of efforts, but in 
many cases one Inova facility was competing with another for the same applicants. 
Moreover, while no one facility had exorbitant costs, taken together they were spend¬ 
ing $500,000 on recruitment advertising alone. The volume of applications (close to 
30,000 a year) and the large number of interviews that needed to be conducted (over 
3,000) added to these costs. 

One part of the consolidation plan at Inova called for creating a database that con¬ 
tained all the existing personnel in one file, as well as an internal computer network 
for promoting interhospital communication. Once the new database was constructed, 
it became clear how many openings in one area could be filled by internal transfers 
and promotions from other areas that were experiencing a labor surplus. The vacan¬ 
cies were posted on the internal communication network, and Inova employees were 
given first consideration when it came to interviewing. This policy enhanced the job 
satisfaction of current employees by increasing their chances of promotion and by en¬ 
hancing the person-job fit via internal transfers. It also reduced the need for external 
hiring and the cost of generating and processing so many applications. 59 

With all these advantages, you might ask why any organization would ever employ 
external recruiting methods. There are several good reasons why organizations might 
decide to recruit externally.60 First, for entry-level positions and perhaps even for 
some specialized upper-level positions, there may not be any internal recruits from 
which to draw. Second, bringing in outsiders may expose the organization to new 
ideas or new ways of doing business. Using only internal recruitment can result in a 
workforce whose members all think alike and who therefore may be poorly suited to 
innovation.^ 1 

Direct Applicants and Referrals 

Direct applicants are people who apply for a vacancy without prompting from the or¬ 
ganization. Referrals are people who are prompted to apply by someone within the 
organization. These two sources of recruits share some characteristics that make them 
excellent sources from which to draw. 

First, many direct applicants are to some extent already "sold" on the organization. 
Most of them have done some homework and concluded that there is enough fit be¬ 
tween themselves and the vacancy to warrant their submitting an application. This 
process is called selfselection. When it works effectively, it takes a great deal of pres¬ 
sure off the organization's recruiting and selection systems. A form of aided self¬ 
selection occurs with referrals. Many job seekers look to friends, relatives, and ac- 
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for a job vacancy 
without prompting 
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prompted to apply 
for a job by 
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quaintances to help find employment, and evoking these social networks can greatly 
aid the job search process for both the job seeker and the organization. 62 Current em¬ 
ployees (who are knowledgeable of both the vacancy and the person they are refer¬ 
ring) do their homework and conclude that there is a fit between the person and the 
vacancy; they then sell the person on the job. Indeed, research shows that new hires 
that used at least one informal source reported having greater prehire knowledge of 
the organization than those who relied exclusively on formal recruitment sources. 
Those who report having multiple sources were even better, however, in terms of both 
prehire knowledge about the position and subsequent turnover. In fact, the turnover 
rate for applicants who came from multiple recruiting sources was half that of those 
recruited via campus interviews or newspaper advertisements.63 

When one figures into these results the low costs of such sources, they clearly stand 
out as one of the best sources of new hires. Indeed, some employers even offer finan¬ 
cial incentives to current employees for referring applicants who are accepted and 
perform acceptably on the job (stay 180 days, for example).64 Other companies play 
off their good reputations in the labor market to generate direct applications. For ex¬ 
ample, minorities constitute 26 percent of the 6,500 managerial and professional em¬ 
ployees at Avon Products, and this enhances the firm's ability to recruit other mi¬ 
norities. As A1 Smith, director of managing diversity at Avon, notes, "I get a lot of 
resumes from people of all cultures and ethnicities because Avon has a good reputa¬ 
tion," and this precludes the need for expensive and sometimes unreliable outreach 

programs.65 

Of course, referrals do not necessarily have to come just from current employees. 
The importance of good community relations to recruitment can be seen in the expe¬ 
rience of Papa John's Pizza, which was rated number one on BusinessWeek's list of 100 
Best Small Companies in America. Papa John's, one of the fastest-growing companies 
in the United States, once relied on classified ads to find drivers and store employees. 
This method was highly unreliable, however, because the company did not have the 
facilities to develop sophisticated tests of people's skills and attitudes. Store managers 
are now encouraged to make professional contacts within their communities, such as 
with the principal or guidance counselor at the local high school, leaders of church 
groups, and coaches in youth sports leagues. Store managers can then use these con¬ 
tacts to help generate referrals among promising young applicants. These community 
relationships help connect Papa John's to youths who have established good reputa¬ 
tions in their community for reliability and trustworthiness. As one industry analyst 
notes, "I think the greatest advailtage for Papa John's is recruitment. Once you get your 
feet wet recruiting that way, you can move on to bigger and better things. "66 


Advertisements in Newspapers and Periodicals 

Advertisements to recruit personnel are ubiquitous, even though they typically gen¬ 
erate less desirable recruits than direct applications or referrals-and do so at greater 
expense. However, because few employers can fill all their vacancies with direct ap¬ 
plications and referrals, some form of advertising is usually needed. Moreover, an em¬ 
ployer can take many steps to increase the effectiveness of this recruitment method. 

The two most important questions to ask in designing a job advertisement are. 
What do we need to say? and To whom do we need to say it? With respect to th'e first 
question, many organizations fail to adequately communicate the specifics of the va¬ 
cancy. Ideally, persons reading an ad should get enough information to evaluate the 
job and its requirements, allowing them to make a well-informed judgment regarding 
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their qualifications. This could mean running long advertisements, which costs more. 
However, these additional costs should be evaluated against the costs of processing a 
huge number of applicants who are not reasonably qualified or who would not find the 
job acceptable once they learn more about it. 

In terms of whom to reach with this message, the organization placing the adver¬ 
tisement has to decide which medium it will use. The classified section of local news¬ 
papers is the most common medium. It is a relatively inexpensive means of reaching 
many people within a specified geographic area who are currently looking for work (or 
at least interested enough to be reading the classifieds). On the downside, this 
medium does not allow an organization to target skill levels very well. Typically, clas¬ 
sified ads are read by many people who are either over- or underqualified for the po¬ 
sition. Moreover, people who are not looking for work rarely read the classifieds, and 
thus this is not the right medium for luring people away front their current employ¬ 
ers. Specially targeted journals and periodicals may be better than general newspapers 
at reaching a specific part of the overall labor market. In addition, employers are in¬ 
creasingly using television-particularly cable television-as a reasonably priced way 
of reaching people. 67 

Public Employment Agencies 

The Social Security Act of 1935 requires that everyone receiving unemployment 
compensation be registered with a local state employment office. These state em¬ 
ployment offices work with the U.S. Employment Service (USES) to try to ensure 
that unemployed individuals eventually get off state aid and back on employer pay¬ 
rolls. To accomplish this, agencies collect information from the unemployed about 
their skills and experiences. 

With the passage of the Personal Responsibility and Work Opportunity Reconcil¬ 
iation Act of 1996, the pressure on welfare recipients to find jobs through either pub¬ 
lic employment agencies or other means has increased dramatically. This act sets a 
five-year limit on benefits and requires most people to land jobs in two years. It also 
provides incentives for organizations, in the form of federal tax credits, of up to 
$8,500 for each welfare recipient hired. Some credit this act with the 30 percent re¬ 
duction in welfare rolls between 1994 and 1998. 68 

Employers can register their job vacancies with their local state employment office, 
and the agency will attempt to find someone suitable using its computerized inven¬ 
tory of local unemployed individuals. The agency makes referrals to the organization 
at no charge, and these individuals can be interviewed or tested by the employer 
for potential vacancies. Because of certain legislative mandates, state unemployment 
offices often have specialized "desks" for minorities, handicapped individuals, and 
Vietnam-era veterans. Thus, this is an excellent source for employers who feel they 
are currently underutilizing any of these subgroups. 


Private Employment Agencies 

Public employment agencies serve primarily the blue-collar labor market; private em¬ 
ployment agencies perform much the same service for the white-collar labor market. 
Unlike public agencies, however, private employment agencies charge the organiza¬ 
tion for the referrals. Another difference between private and public employment 
agencies is that one doesn't have to be unemployed to use a private employment 
agency. 
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One special type of private employment agency is the so-called executive search 
firm (ESF). These agencies are often referred to as headhunters because, unlike the 
other sources we have examined, they operate almost exclusively with people who are 
currently employed. For example, when BMW sought to open its new U.S. plant, it 
used an executive search firm to help "liberate" Allen Kinzer and Edwin Buker from 
Honda. These two executives were vice presidents for Honda's U.S. operations, and 
BMW was looking to recreate Honda's success by recruiting them. 69 

Dealing with executive search firms is sometimes a sensitive process because exec¬ 
utives may not want to advertise their availability for fear of their current employer's 
reaction. Thus, ESFs serve as an important confidentiality buffer between the em¬ 
ployer and the recruit. ESFs are expensive to employ for both direct and indirect rea¬ 
sons. Directly, according to a 1997 survey, ESFs often charge one-third to half of the 
salary of the executive who is eventually placed.7° Indirectly, employers who use ESFs 
wind up having to lure people not from unemployment but from jobs that they may be 
quite satisfied with. A company in a growing industry may have to offer as much as 50 
percent more than the executive's current pay to prompt her to take the new job.7 1 


Colleges and Universities 

Most colleges and universities have placement services that seek to help their gradu¬ 
ates obtain employment. Indeed, on-campus interviewing is the most important 
source of recruits for entry-level professional and managerial vacancies.72 Organiza¬ 
tions tend to focus especially on colleges that have strong reputations in areas for 

which they have critical needs (chemical engineering, public accounting, or the 
like),73 

For example, 3M has a five-part college recruiting strategy. First, the company con¬ 
centrates its efforts on 25 to 30 selected universities, trying not to spread itself too 
thin. Second, it has a commitment to these selected universities and returns each year 
with new openings. Third, 3M uses a large number of line managers in its recruiting 
interviews, because they have better real-world knowledge about the jobs and work¬ 
ing conditions relative to more narrowly informed human resource staff. Fourth, the 
HR staff is used to coordinate the line managers' activities with the university's staff, 
making sure that the same person works with the same university year in and year out 
to achieve "continuity of contact." Finally, 3M strives for continuous improvement 
by frequently asking students they have recruited to give them feedback on the 
process and, where possible, to- compare and contrast 3M's process with the process 
used by other firms recruiting at the same university.74 

Many employers have founa that to effectively compete for the best students, they 
need to do more than just sign prospective graduates up for interview slots. One of 
the best ways to establish a stronger presence on a campus is with a college internship 
program. For example. Dun & Bradstreet funds a summer intern program for minor¬ 
ity MBA students and often hires these interns for full-time positions when they grad¬ 
uate.75 These kinds of programs allow an organization to get early access to potential 
applicants and to assess their capacities directly. 

Another way of increasing one's presence on campus is to participate in university 
job fairs. In general, a job fair is a place where many employers gather for a short time 
to meet large numbers of potential job applicants. Although job fairs can be held 
anywhere (such as at a hotel or convention center), campuses are ideal locations be¬ 
cause of the many well-educated, yet unemployed, individuals who live there. Job 
fairs are a rather inexpensive means of generating an on-campus presence and can 
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even provide one-on-one dialogue with potential recruits-dialogue that could not 
be achieved through less interactive media like newspaper ads. 

Finally, as more organizations attempt to compete on a global level, the ability to 
recruit individuals who will be successful both at home and abroad is a growing con¬ 
cern. Many organizations feel that college campuses are one of the best places to 
search for this type of transportable talent. Molex Inc., for example, is a U.S. tech¬ 
nology firm with 8,000 employees, only 2,000 of whom live in the United States. 
Molex derives 70 percent of its $950 million in annual sales from outside the United 
States, and thus the majority of workers are either expatriates, local nationals, or for¬ 
eign service employees. Three critical aspects of Molex's recruitment strategy are crit¬ 
ical to its success in attaining an internationally talented workforce. 

First, Molex focuses on recruiting college students. As one manager at Molex 
states, "We have had more success molding younger people into this company and 
into overseas assignments than taking more experienced people who've worked for 
other companies." Second, Molex recruits many foreigners (especially MBA candi¬ 
dates) who are studying in the United States for assignments back in their native 
country. These individuals have the best of both worlds in terms of having a formal 
education in U.S. business practices and also understanding both the language and 
culture of their home country. Finally, when recruiting U.S. students, Molex requires 
that each person hired be fluent in both English and one other language. This com¬ 
mitment to multilingual competency can be seen at the national headquarters, where 
15 different languages are spoken.76 

Electronic Recruiting 

The growth of the information superhighway has opened up new vistas for organiza¬ 
tions trying to recruit talent. There are many ways to employ the Internet, and in¬ 
creasingly organizations are refining their use of this medium. In fact, a recent 2001 
survey of FIR executives indicated that electronic job boards were the most effective 
source of recruits for 36 percent of the respondents, well ahead of local newspapers 
(21 percent), job fairs (4 percent), and walk-ins and referrals (1 percent).77 

Obviously, one of the easiest ways to get into "e-cruiting” is to simply use the or¬ 
ganization's own Web page to solicit applications. Although this was an option on 
only 22 percent of the websites of the world's largest firms in 1998, by 2000 this was 
up to 88 percent; it is an effective and extremely cost-effective practice for large or¬ 
ganizations. 78 

Qf course, smaller and less well-known organizations may not attract any attention 
to their own websites, and thus for them this is not a good option. A second way for 
organizations to use the Web is to interact with the large, well-known job sites such 
as Monster.com, HotJobs.com, or Headhunter.net. Thes@ sites attract a vast array of 
applicants, who submit standardized resumes that can be electronically searched using 
key terms. Applicants can also search for companies in a similar fashion; the hope, of 
course, is that there may be a match between the employer and the applicant. The 
biggest downside to these large sites, however, is their sheer size and lack of differen¬ 
tiation. In fact, as one HR executive has noted regarding these sites, "The last thing 
you need is get a thousand resumes, 990 of which, don't meet your needs. "79 (The 
"Competing through High-Performance Work Systems" box suggests ways for job 
seekers to effectively navigate the Internet for promising leads.) 

Because of this limitation of the large sites, smaller, more tailored websites called 
"niche boards" focus on certain industries, occupations, or geographic areas. For ex- 
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No area of human resource 
management has been im¬ 
pacted more by the Internet 
than recruiting. As employers 
develop more experience with 
this medium, they are becoming 
increasingly skilled in accessing 
both active job seekers, via 
large services like Monster.com 
and Headhunter.net, and people 
with specific skills they need 
that are not actively searching 
for work. A host of search en¬ 
gines now allow employers to 
search websites for specific 
terms that allow recruiters to un¬ 
earth people on the Internet 
that may not even be in the job 
market at the present time. 

Whereas the skills of re¬ 
cruiters using the Web get bet¬ 
ter each year, many job appli¬ 
cants still struggle to effectively 
use this medium in their own 
search for jobs. Web-based job 
seekers often make common 
mistakes, and avoiding these 
can help make the process work 
more effectively for both sides 
of the employment relationship. 


One common mistake made 
by inexperienced Web-based 
job seekers is submitting a re¬ 
sume loaded with graphics in 
the form of an e-mail attach¬ 
ment. Often companies afraid 
of contracting a computer virus 
will not even open attachments 
that accompany such letters. 
Moreover, even if they open the 
attachment, the graphics take 
up a great deal of space and 
sometimes fail to convert in the 
manner intended. 

Second, online job seekers 
need to be wary of stale listings 
or "fake jobs." Many compa¬ 
nies fail to remove job postings 
after they have filled their va¬ 
cancies, and thus, when con¬ 
fronted with a large number of 
postings, applicants are wise to 
focus on just the most recent 
job listings. Monster.com sup¬ 
ports this with its "My Agent" 
feature, which e-mails pertinent 
new listings to the job seeker 
as they arrive. In addition, some 
companies may even post jobs 
that do not exist just to get a 


sense of who is out there and 
what the market might be for 
certain skills. Overly vague job 
descriptions or listings posted 
by anonymous sources may 
warrant special scrutiny along 
these lines. 

Finally, in some cases, the 
private searches of currently 
employed job seekers become 
public knowledge when mem¬ 
bers of their own organization 
download their online resume. 

Unless you are using a formal 
outplacement service, it is rarely 
a good idea to seek employ¬ 
ment using equipment owned 
by your current employer. Be¬ 
yond this, however, certain sites 
like HotJobs.com allow those 
listing their resume to block ac¬ 
cess so that certain companies 
cannot see the listing. 

SOURCE: S. Gutmacher, "Secrets of Online 
Recruiters Exposed/' Workforce, October 
2000, pp. 44-50; N. Mangi, "Click and Hire," 
BusinessWeek Online (October 25, 2001); 

S. L. Bradford, "The Web Is a Great Job-Hunt 
Tool, But it Helps to Be an Informed 
Searcher," The Wall Street Journal Sunday o 

(July 15, 2001), pp. 1-3. 


ample, Telecommcareers.net is a site devoted to, as the name implies, the telecom¬ 
munications industry. CIO.com, a companion site to CIO Magazine, is an occupa¬ 
tional board that specializes in openings for chief information officers. The San Fran¬ 
cisco Bay Area also features “craiglist.com”—a job board for applicants who live in 
that area and have no intentions of relocating. The best evidence regarding the grow¬ 
ing popularity and effectiveness of these niche boards can be seen in the behaviors of 
the larger sites, which are scrambling to create more focused subsections of their 
own. 80 Clearly this dynamic area of human resource management is one where inno¬ 
vative, forward-thinking managers can gain competitive advantage. 


205 



206 PART 2 Acquisition and Preparation of Human Resources 


Another technological innovation in recruiting that eliminates travel require¬ 
ments but allows for a more personal meeting between employer and applicant is 
videoconferencing. 81 Used mostly on college campuses, videoconferencing allows ap¬ 
plicants and employers to meet each other technologically "face-to-face." 


Evaluating the Quality of a Source 

Because there are few rules about the quality of a given source for a given vacancy, it 
is generally a good idea for employers to monitor the quality of all their recruitment 
sources. One means of accomplishing this is to develop and compare yield ratios for 
each source. 82 Yield ratios express the percentage of applicants who successfully move 
from one stage of the recruitment and selection process to the next. Comparing yield 
ratios for different sources helps determine which is best or most efficient for the type 
of vacancy being investigated. Data on cost per hire are also useful in establishing the 
efficiency of a given source. 

Table 5.4 shows hypothetical yield ratios and cost-per-hire data for five recruit¬ 
ment sources. For the job vacancies generated by this company, the best two sources 
of recruits are local universities and employee referral programs. Newspaper ads gen¬ 
erate the largest number of recruits, but relatively few of these are qualified for the po¬ 
sition. Recruiting at nationally renowned universities generates highly qualified ap¬ 
plicants, but relatively few of them ultimately accept positions. Finally, executive 
search firms generate a small list of highly qualified, interested applicants, but this is 
an expensive source compared with other alternatives. 


Recruiters 

The last part of the model presented in Figure 5.5 that we will discuss is the recruiter. 
We consider the recruiter this late in the chapter to reinforce our earlier observation 


TABLE 5.4 

Hypothetical Yield Ratios for Five Recruitment Sources 


RECRUITING SOURCE 

LOCAL RENOWNED EMPLOYEE NEWSPAPER EXECUTIVE 
UNIVERSITY UNIVERSITY REFERRALS AD SEARCH FIRMS 





Interview offers accepted 


Applicants judged 


35/50 

70% 


25/500 

5% 

$20,000 

$800 


Cumulative 


90/200 

45% 


10/400 

3% 


15/20 

75% 

$90,000 

$ 6,000 
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that the recruiter often gets involved late in the process. In many cases, by the time 
a recruiter meets some applicants, they have already made up their minds about what 
they desire in a job, what the current job has to offer, and their likelihood of receiv¬ 
ing a job offer.83 

Moreover, many applicants approach the recruiter with some degree of skepticism. 
Knowing that it is the recruiter's job to sell them on a vacancy, some applicants may 
discount what the recruiter says relative to what they have heard from other sources 
(like friends, magazine articles, and professors). For these and other reasons, re¬ 
cruiters' characteristics and behaviors seem to have less impact on applicants' job 
choices than we might expect. Moreover, as shown in Figure 5.7, whatever impact a 
recruiter does have on an applicant lessens as we move from reaction criteria (how 
the applicant felt about the recruiter) toward job choice criteria (whether the appli¬ 
cant takes the job).84 

Recruiter's Functional Area. Most organizations must choose whether their re¬ 
cruiters are specialists in human resources or experts at particular jobs (supervisors or 
job incumbents). Some studies indicate that applicants find a job less attractive and 
the recruiter less credible when he is a personnel specialist.85 This does not com¬ 
pletely discount personnel specialists' role in recruiting, but it does indicate that such 
specialists need to take extra steps to ensure that applicants perceive them as knowl¬ 
edgeable and credible. ' 

Recruiter's Traits. Two traits stand out when applicants' reactions to recruiters are 
examined. The first, which could be called "warmth." reflects the degree to which the 
recruiter seems to care about the applicant and is enthusiastic about her potential to 
contribute to the company. The second characteristic could be called "informative¬ 
ness.” In general, applicants respond more positively to recruiters who are perceived 
as warm and informative. These characteristics seem more important than such de¬ 
mographic characteristics as age, sex, or race, which have complex and inconsistent 
effects on applicant responses. 86 


FIGURE 5.7 

Relative Impact of 
the Recruiter on 
Various Recruitment 
Interview Outcomes 
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Recruiter's Realism. Perhaps the most well-researched aspect of recruiting deals 
with the level of realism that the recruiter incorporates into his message. Since the 
recruiter's job is to attract candidates, there is some pressure to exaggerate the posi¬ 
tive features of the vacancy while downplaying the negative features. Applicants are 
highly sensitive to negative information. Research suggests that the highest-quality 
applicants may be less willing to pursue jobs when this type of information comes 
out.8? On the other hand, if the recruiter goes too far in a positive direction, the can¬ 
didate can be misled and lured into taking the job under false pretenses. This can lead 
to a serious case of unmet expectations and a high turnover rate.^8 In fact, unrealistic 
descriptions of a job may even lead new job incumbents to believe that the employer 

is deceitful.89 

Many studies have looked at the capacity of "realistic job previews” to circumvent 
this problem and help minimize early job turnover. On the whole, the research sug¬ 
gests that the effect of realistic job previews on eventual turnover is weak and incon- 
sistent.9o Certainly, the idea that one can go overboard in selling a vacancy to a re¬ 
cruit has merit. However, the belief that informing people about the negative 


TABLE 5.5 

Quotes from 
Recruits Who Were 
Repelled by 
Recruiters 


. On*,firm 1 didn't tNnk of.talking to initially, but they called me and asked me to 
’ So (-did, and then the recruiter was very, very rude. Yes, very rude, 

I had a very bad campus interview experience . . . the person who came was a last- 

minute fill-in_I think he had a couple of "issues" and was very discourteous 

during the interview. He was one step away from yawning in my face. . . .The other 
thing he did was that he kept making these (nothing illegal, mind you) but he kept 
making these references to the fact that I had been out of my undergraduate and 
first graduate programs for more than 10 years now. (MBA with 10 years of 



experience) 


)$p»0 which the recruiter had gone 

Ihe-was taking about the great presentational skills thait --f v. 

Jttgfflci literate. She was embarrassing. If that was 

tey could do, 1 did not want any part.ofdiem.Also, . . . and^ ^ . 


_haTasetS^XTmr^hich they deviated from regularly. Times 

overlapped, and one person kept me too long, which pushed the whole day back. 
They almost seemed to be saying that it was my fault that I was late for the next 
one! I guess a lot of what they did just wasn't very professional. Even at the point 
when I was done, where most companies would have a cab pick you up, I was in 
the middle of a snowstorm in Chicago and they said, "You can get a cab 
downstairs." There weren't any cabs. I literally had to walk 12 or 14 blocks with my 
luggage, trying to find some way to get to the airport. They didn't book me a 
hotel for the night of the snowstorm so I had to sit in the airport for eight hours 
trying to get another flight. . . They wouldn't even reimburse me for the additional 
plane fare, (industrial relations graduate student) 

• Kata . 


SOURCE- S L Rynes R D. Bretz, Jr„ and B. Gerhart, "The Importance of Recruitment in Job Choice: 
A Different Way of Looking," Personnel Psychology 44 (1991), pp. 487-521. Used by permission. 
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characteristics of the job will "inoculate" them to such characteristics seems unwar¬ 
ranted, based on the research conducted to date. 91 Thus we return to the conclusion 
that an organization's decisions about personnel policies that directly affect the job's 
attributes (pay, security, advancement opportunities, and so on) will probably be more 
important than recruiter traits and behaviors in affecting job choice. 

Enhancing Recruiter Impact. Although research suggests that recruiters do not 
have much influence on job choice, this does not mean recruiters cannot have an im¬ 
pact. Most recruiters receive little training. 92 One research has attempted to find con¬ 
ditions in which recruiters do make a difference. Based on this research, an organiza¬ 
tion can take several steps to increase the impact that recruiters have on those they 
recruit. 

First, recruiters can provide timely feedback. Applicants react very negatively to 
delays in feedback, often making unwarranted attributions for the delays (such as, the 
organization is uninterested in my application). Second, recruiters need to avoid be¬ 
haviors that might convey the wrong organizational impression. 93 Table 5.5 lists 
quotes from applicants who felt that they had had extremely bad experiences with re¬ 
cruiters. Third, recruiting can be done in teams rather than by individuals. As we 
have seen, applicants tend to view line personnel (job incumbents and supervisors) 
as more credible than personnel specialists, so these kinds of recruiters should be part 
of any team. On the other hand, personnel specialists have knowledge that is not 
shared by line personnel (who may perceive recruiting as a small part of their "real" 
jobs), so they should be included as well. 



The chapter opener showed how Southwest Airlines steadfastly refused to lay off 
workers, despite the pressure applied by the external environment. This one in¬ 
stance of behavior, however, was simply an extension of a long-term culture that 
used methods other than layoffs as a means of managing a labor surplus. 

Questions 

1. Based on this chapter, what steps can other firms that want to emulate South¬ 
west take in order to avoid layoffs? That is, what are some alternatives to lay 
offs for avoiding a labor surplus? 

2. How does the way a.firm reacts to a labor shortage affect its ability to suc¬ 
cessfully manage a labor surplus? 



Human resource planning uses labor supply and demand 
forecasts to anticipate labor shortages and surpluses. It also 
entails programs that can be utilized to reduce a labor sur¬ 
plus (such as downsizing and early retirement programs) 
and eliminate a labor shortage (like bringing in temporary 
workers or expanding overtime). When done well, human 
resource planning can enhance the success of the organi¬ 
zation while minimizing the human suffering resulting 


from poorly anticipated labor surpluses or shortages. 
Human resource recruiting is a buffer activity that creates 
an applicant pool that the organization can draw from in 
the event of a labor shortage that is to be filled with new 
hires. Organizational recruitment programs affect applica¬ 
tions through personnel policies (such as promote-from- 
within policies or due process provisions) that affect the 
attributes of the vacancies themselves. They can also 
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impact the nature of people who apply for positions by 
using different recruitment sources (like recruiting from 
universities versus advertising in newspapers). Finally, or¬ 
ganizations can use recruiters to influence individuals’ per¬ 


ceptions of jobs (eliminating misconceptions, clarifying 
uncertainties) or perceptions of themselves (changing 
their valences for various work outcomes). 


Discussion Questions 


1. Discuss the effects that an impending labor shortage 
might have on the following three subfunctions of 
human resource management: selection and place¬ 
ment, training and career development, and compen¬ 
sation and benefits. Which subfunction might be most 
heavily impacted? In what ways might these groups de¬ 
velop joint cooperative programs to avert a labor short¬ 
age? 

2. Discuss the costs and benefits associated with statistical 
versus judgmental forecasts for labor demand and labor 
supply. Under what conditions might either of these 
techniques be infeasible? Under what conditions might 
both be feasible, but one more desirable than the 
other? 

3. Some companies have detailed affirmative action 
plans, complete with goals and timetables, for women 
and minorities, and yet have no formal human resource 


plan for the organization as a whole. Why might this be 
the case? If you were a human resource specialist inter¬ 
viewing with this company for an open position, what 
would this practice imply for the role of the human re¬ 
source manager in that company? 

4. Recruiting people for jobs that entail international as¬ 
signments is increasingly important for many compa¬ 
nies. Where might one go to look for individuals inter¬ 
ested in these types of assignments? How might 
recruiting practices aimed at these people differ from 
those one might apply to the “average” recruit? 

5. Discuss the relative merits of internal versus external 
recruitment. What types of business strategies might 
best be supported by recruiting externally, and what 
types might call for internal recruitment? What factors 
might lead a firm to decide to switch from internal to 
external recruitment or vice versa? 


Web Exercise 






In this chapter we discussed how electronic recruiting 
using the Web can identify and attract potential employ¬ 
ees. Texas Instruments (TI) is using the Web not only to 
post job openings but to provide potential job candidates 
with information about the company so they can decide if 
their values and the working conditions they want are a 
“match” with those available at Texas Instruments. Go to 
www.ti.com, TI’s home page on the Web. Click on “Em¬ 
ployment” and then click on “Why Work at T.I.?”. Click 
on “Fit Check”. The “Fit Check” is a questionnaire that 
TI designed for potential job applicants to determine 
whether they “fit” with TIs environment and culture. 


Questions 

1. Complete the “Fit Check” as if you were interested in 
a job with TI. 

2. What types of work environment characteristics and 
values are included in the “Fit Check”? 

3. If the “Fit Check” indicates that a job candidate’s in¬ 
terests and values do not match TI’s, should they still 
consider working at TI? Explain your answer. What are 
some of the problems that TI might experience if a 
“mismatched” employee is hired? 


Manaqinq People: From the Pages of BusinessWeek 


BusinessWeek 


Forget the Huddled Masses: Send Nerds 


As a headhunter, George Van Derven has an unlikely con¬ 
nection: Russia’s former state airline, Aeroflot. Not that 
Van Derven trades in pilots, flight mechanics, or surly 
Russian flight attendants. But in a former career, he sold a 
computerized reservation system to Aeroflot and came to 
know the talented programmers stashed in the back of¬ 


fices. When Aeroflot broke up into regional carriers in 
1992, Van Derven promptly tapped its brain pool. Now, as 
president of Alternative Technology Resources Inc. in 
Sacramento, Van Derven is mining a rich lode of pro¬ 
gramming talent and busily dispatching it to understaffed 
computer departments throughout the Western world. 
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Other recruiters should be so lucky. High-tech head¬ 
hunters for Andersen Consulting tramp through technical 
schools in Budapest and job fairs in Manila. At a recent 
training session for programmers in Holland, Microsoft 
Corp. hired bouncers to keep headhunters at bay. And a 
recruiter for IBM’s Global Services Div., who is trying to 
hire 15,000 software hands this year alone, introduces 
himself as James R. Bunch, “as in bunch of jobs.” 

The Information Revolution is racing ahead of its vital 
raw material: brainpower. As demand explodes for com¬ 
puterized applications for everything from electronic com¬ 
merce on the Internet to sorting out the Year 2000 glitch, 
companies are finding themselves strapped for program¬ 
mers. In the United States alone, which accounts for two- 
thirds of the world’s $300 billion market in software prod¬ 
ucts and services, some 190,000 high-tech jobs stand 
open, most of them for programmers, according to the In¬ 
formation Technology Association. 

That’s sending companies scouring the globe for tal¬ 
ent—and lifting salaries skyward. A typical programmer’s 
wages, now some $70,000, is jumping 13 percent a year, 
and far higher in the hottest niches, such as Java Internet 
software and SAP business applications. These days, 
$20,000 signing bonuses are commonplace, and stock op¬ 
tions are being handed out with as little fanfare as office 
supplies. If the pace keeps up, experts say, ballooning 
salaries could wind up damaging the global tech machine 
as margins are squeezed and investments postponed. 

And relief is nowhere in sight. Experts predict the gap 
between computer science students and expected demand 
won’t ease for a decade, if then. Too many bright young 
people, especially in Europe and the United States, con¬ 
sider programming geek work and choose other careers. In 
the United States, the number of computer science grad¬ 
uates has plummeted in the past decade or so, from 48,000 
graduates in 1984 to an estimated 26,000 this year. “This 
is a real limiting factor to growth,” says Avron Barr, a re¬ 
searcher at Stanford Computer Industry Project who is in¬ 
vestigating the shortage. 

Indeed, for high-tech companies, the dearth of pro¬ 
grammers is the greatest threat to expansion in the com¬ 
ing year—far more menacing, they say, than an economic 
slump or competition in the marketplace. And it’s not just 
a problem for tech companies. Plenty of others are desper¬ 
ate for the same talent. Automakers from Tokyo to Detroit 
are packing more computing power into their cars and 
plants. Banks, brokerages, and phone companies are rush¬ 
ing to outdo each other with the zippiest online services, 
all requiring herds of nerds. Those that choose not to in¬ 
stall the newest technology, says Owens Corning CIO 
Michael Radcliff, are “creating a competitive liability.” 

Of course, if you’re willing to pay—or have the stock 
options to entice—you could be up to your propeller hats 
in programmers. In Silicon Valley, star programmers are 


swimming in stock options, driving Porsches, and buying 
homes in the pricey Los Altos hills. At Netscape Com¬ 
munications Corp., which plans to hire more than 1,000 
programmers this year, employees receive up to $5,000 just 
for a successful referral, and the pampered programmers 
are treated to onsite massages, teeth-cleanings, and laun¬ 
dry service. The company lines up their 49ers tickets and 
books their white-water rafting vacations. All this to keep 
them from succumbing to a stream of calls from head¬ 
hunters. “Everybody’s going crazy now trying to find these 
folks,” says Margie Mader, Netscape’s human resources di¬ 
rector. 

How did the shortage get so bad? For years, tech com¬ 
panies had little reason to fret. In the early ’90s, the in¬ 
dustry snapped up hundreds of thousands of workers who 
were dropped into the job market when large corporations 
downsized—a source now running dry. 

At the same time, the very act of writing software has 
not speeded up despite the computer revolution and the 
terabytes of information hurtling around the globe. Today, 
even the best of programmers painstakingly turns out 
some 10 lines of code a day. To whip up today’s software 
programs—even a cellular telephone requires some 
300,000 lines of code—takes armies of programmers labo¬ 
riously writing away. Consider this: There are 6 million 
software programmers and counting in the world today, 2 
million of them in the United States and 1 million in 
Japan. As an industrial model, it’s akin to pre-Gutenberg 
monasteries with their legions of scribbling monks. 

For years, global savants pooh-poohed the pending 
programmer crunch by pointing to India, which boasted a 
seemingly bottomless reserve of techies. India, they said, 
would be to software what Saudi Arabia was to oil. And 
true, with 50,000 programmers pouring out of schools 
every year— twice the American total—India is a valuable 
labor pool. 

But with global technology bursting to $3 trillion this 
decade—four times higher than in the ’80s—India’s sup¬ 
ply simply isn’t enough- And no other plentiful source of 
software skills appears to be on the horizon. Russia has 
promise, but it’s limited: Few of its programmers speak 
English or understand business applications. China is a 
possibility, but it’s likely to employ most of its program¬ 
mers over the next decade for its own massive develop¬ 
ment projects. “I had this one programmer from China,” 
laments one official at Electronic Data Systems Corp. “I 
took him through the whole immigration process, got his 
papers. Then he got a better offer.” 

Naturally, in this world of predators, there’s a pecking 
order. Sitting on top are the fast-growth companies with 
hot Internet technologies? They’re magnets for talented 
programmers, and they can pad their offers with rich 
stock options. Service companies such as Andersen Con¬ 
sulting, IBM Global Services, and Ernst & Young, which 
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are helping companies install systems worldwide, are 
forced to routinely dole out six-figure salaries to program¬ 
mers with experience in business applications. They com¬ 
pete with countless body shops—outsourcing companies 
that pay as much as $300,000 for skilled programmers will¬ 
ing to live on the road. 

At the bottom of the pile are the corporate tech de¬ 
partments throughout the world. Many are short on 
money and stock options. And if they install a popular sys¬ 
tem, bringing their staff up to date on something new 
from, say, Oracle Corp. or the German software giant SAP, 
their departments get raided in no time. Don Yates be¬ 
came familiar with SAP’s leading software package for 
business while helping install the system in the early ’90s 
at Royal LePage Ltd., a real estate company in Toronto. 
Within a year, the 18-person department was picked 
clean. “I was the last one to go,” says Yates, who now 
makes three times as much money, some $150,000, as an 
itinerant programmer for EMI, a Pittsburgh-based com¬ 
pany that rents out software talent. 

No surprise, then, that companies are trying any tactic, 
including turning to the World Wide Web. Since the Net 
is where most programmers spend idle hours, growing 
numbers of recruiters are using it to chase them down. 
That’s where Michael L. McNeal casts his global net. 
McNeal, human resources chief at Cisco Systems Inc., 
needs to hire 1,000 people each quarter, many of them 
programmers. Like other recruiters, he buys ads on popu¬ 
lar websites like the Dilbert page, which funnels traffic to 
Cisco’s website. There the company lists some 500 current 
job openings. Applicants in foreign countries can hit hot 
buttons to translate the page into Cantonese, Mandarin, 
Russian. And, by filling out a short questionnaire, they 
can create a resume and zap it to Cisco. 

Cisco’s Web page draws 500,000 job searches per 
month. This gives Cisco gobs of data about the job mar¬ 
ket, including which companies have interested employ¬ 
ees. Armed with the best prospects, McNeal then turns to 
Cisco employees for help, asking them to call recruits, 
who speak the same language. 

Like the others, Microsoft recruits on the Web and 
snaps up startups for talent—some 20 companies in 1996 
alone. But to get its software up and running throughout 
the world, Microsoft relies on service companies, which 
are grossly understaffed. Microsoft calculates that its serv¬ 
ice partners are short 41,000 professionals trained to in¬ 
stall Microsoft products. This is forcing the company to 
educate new recruits. With an effort known as Skills 2000, 
Microsoft is pushing into 350 schools and colleges around 
the world. It hammers out curricula that will produce 
more programmers, such as adding computer training in 
business schools. 

A big part of the effort is in Europe, a major market 
that has 18 million unemployed workers. Microsoft’s solu¬ 


tion is to invite jobless Europeans in 11 countries into free 
training programs. In the past year, 3,000 Europeans have 
gone through the program, with 98 percent of them land¬ 
ing jobs. 

It’s in this $170 billion market for global software serv¬ 
ices, including the Big Six consulting firms, IBM Global 
Services, Manpower, and many others, that demand for 
programmers is especially hot. This is because corpora¬ 
tions need loads of help to link far-flung operations with 
the latest in e-mail networks, inventory control, and fi¬ 
nance packages. “The productive sector of the economy is 
becoming absolutely dependent on software systems,” says 
reengineering author Michael Hammer. “If SAP vanished, 
you couldn’t buy a can of Coke.” 

In the finance capitals of London, Tokyo, and Hong 
Kong, banks are installing vast new systems to adapt to 
Europe’s single currency and Japan’s financial deregula¬ 
tion. Meanwhile, they’re working overtime to sort out the 
Year 2000 glitch, the dating problem companies face when 
the year of double zeroes rolls around. Mastech Corp., a 
Pittsburgh-based outsourcer, sent a handful of program¬ 
mers a year ago to follow a Citibank contract from Singa¬ 
pore to London. Once in London, they found a wealth of 
other business and started importing more programmers 
from South Africa, Sri Lanka, India, and Australia. “We 
have 50 people now, and we’d hire another 50 today if we 
could find them,” says country manager Guil Hastings. 

As recruiters travel, they focus on regional specialties. 
The Russians are whizzes at math. India’s university at 
Puna has a strong Japanese language program, which posi¬ 
tions it well for Japan’s Year 2000 workload. South African 
programmers learned to cope during the years of the anti¬ 
apartheid boycott with a motley collection of jerry-rigged 
mainframes. This makes them especially adept at Year 
2000 work, which is targeted toward aging mainframe 
software. 

As for programmers, the world is their oyster. In a com¬ 
puter lab in Austin, Texas, Natalia Bogataya and her hus¬ 
band, Konstantin Bobovich, both Belorussians and prod¬ 
ucts of Van Derven’s so-called Russian connection, labor 
away on a mainframe program. They’ve left their college- 
age children with relatives in Minsk and are debugging in¬ 
surance software for Computer Sciences Corp. “We can’t 
use our experience in our country,” Bobovich explains, 
“and my wife said, ‘Let’s see America.’ ” 
v . Why not? In today’s fervid market, programmers can 
write their own tickets. 

Questions 

1. This case discusses the labor shortage associated with 
computer programmers that some fear will constrain 
worldwide economic growth as we enter the new mil¬ 
lennium. What characteristics of the product demand 
market have led to the explosion in demand for pro- 
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grammers? What characteristics of the programming job 
have limited the number of people willing to develop 
the skills necessary to meet this demand? Which of the 
seven options this chapter listed for avoiding a labor 
shortage have been attempted by employers in this mar¬ 
ket? Which do you think will be most successful? 

2. Some have argued that the shortage of programmers is 
partly due to employers that (a) tend to offer temporary 
employment arrangements rather than full-time ones 
to maintain flexibility, (b) discriminate against older 


programmers in favor of younger ones who will work 
longer hours, and (c) substitute low-paid immigrant 
workers for higher-wage American workers. To what 
extent does this seem to be true or false? To what ex¬ 
tent can an actual or perceived labor shortage be cre¬ 
ated by employers because of their chosen business 
strategies? 

SOURCE: Reprinted from July 21,1997 issue of BusinessWeek by special 

permission. Copyright © 1997 by The McGraw-Hill Companies, Inc. 
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Objectives 

After reading this chapter, you should be able to: 


1. Establish the basic 
scientific 
properties of 
personnel 
selection 
methods, 
including 
reliability, validity, 
and 

generalizability. 


2. Discuss how the 
particular 
characteristics of a 
job, organization, 
or applicant affect 
the utility of any 
test. 


3. Describe the 
government's role 
in personnel 
selection 
decisions, 
particularly in the 
areas of 

constitutional law, 
federal laws, 
executive orders, 
and judicial 
precedent. 

4. List the common 
methods used in 
selecting human 
resources. 


5. Describe the 
degree to which 
each of the 
common methods 
used in selecting 
human resources 
meets the 
demands of 
reliability, validity, 
generalizability, 
utility, and legality. 














The need for background 
checks when hiring new 
employees is greater than ever. 
Companies like Kroll Associates 
help employers detect and 
respond to problematic 
applicants being considered 
for jobs. Hiring an investigative 
agency such as this one, or 
performing psychological 
testing could save a company 
time, money, and legal 
problems in the long run. 



Never Having he was convicted of at¬ 
tempted murder in 

to Say "You 1991 and had spent 
N K "several 


ever now 

Seymour Schlager had 
an impressive resume. 
He had both MD and 
JD degrees, as well as 
a PhD in microbiology. 
He had experience as 
a director of estab¬ 
lished AIDS research at 
Abbott Laboratories, 
and as an entrepreneur 
in a small, upstart 
pharmaceutical com¬ 
pany. He seemed like a 
perfect fit for the med¬ 
ical director job open 
at Becton Dickinson, a 
large medical device 
company, and was 
hired on the spot. 

One fact about 
Schlager that did not 
come out of the appli¬ 
cation process was that 


years in prison 
as a result of this 
crime. While any 
reader of this book 
could type Schlager's 
name into almost any 
Internet search engine 
and uncover at least 
one of the 24 articles 
written about his 
case-some of which 
were front-page mate¬ 
rial in the Chicago 
T ribune-apparently 
no one at Becton Dick¬ 
inson felt this was 
necessary. 

Although this is an 
extreme case,th~ 
practice of stretching, 
shading, spinning, and 
outright lying on one's 
resume is hardly un¬ 
common, and when 
one is in the business 
of hiring complete 


strangers, it pays to 
"be afraid-be very 
afraid." Although many 
firms fail to perform 
routine background 
checks on their hires, 
organizations that pro¬ 
vide such checks can 
point to some startling 
statistics. For example, 
Kroll Associates, one of 
the leading investiga¬ 
tive agencies for top- 
level executives, notes 
that of the 70 back¬ 
ground checks it did in 
the year 2000, 39 per¬ 
cent turned up prob¬ 
lems such as fraud, 
bankruptcy, and SEC 
violations that were se¬ 
rious enough to nix the 
employment offers be¬ 
ing considered. 

One reason for the 
lack of "due diligence", 
on the part of employ¬ 
ers is that in a labor 
shortage, too many are 


in a rush to secure top 
talent. For example, 
when the firm Christian 
and Timbers narrowed 
the search for the new 
CEO of Pinpoint Net¬ 
works Inc. down to six 
candidates, rather than 
let the firm finish its 
work, the young 
founders of this com¬ 
pany were so 
infatuated with the re¬ 
sume of one applicant 
that they immediately 
took over and closed 
the search. Unfortu¬ 
nately, when it became 
clear 13 weeks later 
that the new CEO, An¬ 
thony J. Blake, was not 
who he claimed to be, 
it was too late. Without 
a seasoned CEO, Pin¬ 
point blew the 
opportunity to attract 
venture capital when it 
was still available. 

When the technology 
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sector tanked later that 
year, Pinpoint was 
forced to lay off over a 
third of its workforce. 

Experiences such as 
these are prompting 
other employers to 
slow down the hiring 
process so that they 


have a much better 
idea of exactly whom 
they are asking to join 
their organizational 
family. Some firms do 
not only background 
checks but also exten¬ 
sive psychological 
testing to ensure that a 


person is who he or 
she claims to be and 
also fits the culture of 
the organization. You 
never know what these 
kinds of investigations 
will uncover—unless, 
of course, you fail to 
perform them. 


SOURCE: G. David, "You Just 
Hired Him: Should You Have 
Known Better," Fortune (October 
29, 2001), pp. 205-6; D. Foust, 
"When the CEO Is Too Good to 
Be True," BusinessWeek (July 16, 
2001), pp. 62-63; C. Daniels, 
"Does This Man Need a Shrink?" 
Fortune (February 5, 2001). 


■•H Introduction 

Any organization that intends to compete through people must take the utmost care 
with how it chooses organizational members. As one can see from our opening vi¬ 
gnette, personnel selection decisions made by the organization are instrumental to its 
ability to survive, adapt, and grow. The competitive aspects of selection decisions be¬ 
come especially critical when organizations are confronted with tight labor markets 
or when competitors tap the same labor market. If one company systematically skims 
off the best applicants, the remaining companies must make do with what is left. 

The purpose of this chapter is to familiarize you with ways to minimize errors in 
employee selection and placement and, in doing so, improve your company’s com¬ 
petitive position. The chapter first focuses on five standards that should be met by any 
selection method. The chapter then evaluates several common selection methods ac¬ 
cording to those standards. 


Selection Method Standards 

Personnel selection is the process by which companies decide who will or will not be 
allowed into their organizations. Several generic standards should be met in any se¬ 
lection process. We focus on five: (1) reliability, (2) validity, (3) generalizability, (4) 
utility, and (5) legality. The first four build off each other in the sense that the pre¬ 
ceding standard is often necessary but not sufficient for the one that follows. This is 
less the case with legal standards. However, a thorough understanding of the first four 
standards helps us understand the rationale underlying many legal standards. 


Reliability 

The consistency of a 
performance 
measure; the degree 
to which a 
performance 
measure is free from 
random error. 


Reliability 

Much of the work in personnel selection involves measuring characteristics of people 
to determine who will be accepted for job openings. For example, we might be inter¬ 
ested in applicants’ physical characteristics (like strength or endurance), their cogni¬ 
tive abilities (such as mathematical ability or verbal reasoning capacity), or aspects of 
their personality (like their initiative or integrity). Whatever the specific focus, in the 
end we need to quantify people on these dimens ions,(assign numbers to them) so we 
can order them from high to low on the characteristic of interest. Once people are or¬ 
dered in this way, we can decide whom to hire and whom to reject. 

One key standard for any measuring device is its reliability. We define reliability as 
the degree to which a measure is free from random error. 1 If a measure of some sup- 
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posedly stable characteristic such as intelligence is reliable, then the score a person 
receives based on that measure will be consistent over time and in different contexts. 


True Scores and the Reliability of Measurement 

Most measuring done in personnel selection deals with complex characteristics like 
intelligence, integrity, and leadership ability. However, to appreciate some of the 
complexities in measuring people, we will consider something concrete in discussing 
these concepts: the measurement of height. For example, if we were measuring an ap¬ 
plicant’s height, we might start by using a 12-inch ruler. Let’s say the first person we 
measure turns out to be 6 feet 1 and Vi6 inches tall. It would not be surprising to find 
out that someone else measuring the same person a second time, perhaps an hour 
later, found this applicant’s height to be 6 feet and Wi6 inches. The same applicant, 
measured a third time, maybe the next day, might be measured at 6 feet 1 and 8 /i6 
inches tall. 

As this example makes clear, even though the person’s height is a stable charac¬ 
teristic, we get slightly different results each time he is assessed. This means that each 
time the person is assessed, we must be making slight errors. If a measurement device 
were perfectly reliable, there would be no errors of measurement. If we used a meas¬ 
ure of height that was not as reliable as a ruler—for example, guessing someone’s 
height after seeing her walk across the room—we might see an even greater amount 
of unreliability in the measure. Thus reliability refers to the measuring instrument (a 
ruler versus a visual guess) rather than to the characteristic itself. 

Because one never really knows the true score for the person being measured, there 
is no direct way to capture the “true” reliability of the measure. We can estimate re¬ 
liability in several different ways, however; and because most of these rely on com¬ 
puting a correlation coefficient, we will briefly describe and illustrate this statistic. 

The correlation coefficient is a measure of the degree to which two sets of numbers 
are related. The correlation coefficient expresses the strength of the relationship in 
| numerical form. A perfect positive relationship (as one set of numbers goes up, so 
does the other) equals +1.0; a perfect negative relationship (as one goes up, the other 
goes down) equals —1.0. \K 7 lien there is no relationship between the sets of numbers, 
the correlation equals .00. Although the actual calculation of this statistic goes be¬ 
yond the scope of this book (see any introductory statistics book or spreadsheet pro¬ 
gram), it will be useful for us to conceptually examine the nature of the correlation 
coefficient and what this means in personnel selection contexts. 

When assessing the reliability of a measure, for example, we might be interested in 
knowing how scores on the measure at one time relate to scores on the same measure 
at another time. Obviously, if the characteristic we are measuring is supposedly stable 
(like intelligence or integrity) and the time lapse is short, this relationship should be 
strong. If it were weak, then the measure would be inconsistent—hence unreliable. 
This is called assessing test-retest reliability. 

Plotting the two sets of numbers on a two-dimensional graph often helps us to ap¬ 
preciate the meaning of various levels of the correlation coefficient. Figure 6.1, for ex¬ 
ample, examines the relationship between student scholastic aptitude in one s junior 
and senior years in high school, where aptitude for college is measured in three ways. 
(1) via the scores on the Scholastic Aptitude Test (SAT), (2) via ratings from a high 
school counselor on a l-to-100 scale, and (3) via tossing dice. In this plot, each X on 
the graphs represents a person whose scholastic aptitude is assessed twice (in the jun¬ 
ior and senior years), so in Figure 6.1a, Xi represents a person who scored 1580 on the 
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FIGURE 6.1 A 

Measurements of a 
Student's Aptitude 



SAT in the junior year and 1500 in the senior year; X 20 represents a person who 
scored 480 in the junior year and 620 in the senior year. 

Figure 6.1a shows a very strong relationship between SAT scores across the two 
years. This relationship is not perfect in that the scores changed slightly from one year 
to the next, but not a great deal. Indeed, if there were a perfect 1.0 correlation, the 
plot would show a straight line at a 45-degree angle. The correlation coefficient for 
this set of data is in the .90 range. In this case, .90 is considered the test-retest esti¬ 
mate of reliability. 

Turning to Figure 6. lb, we see that the relationship between the high school coun¬ 
selors’ ratings across the two years, while still positive, is not as strong. That is, the 
counselors’ ratings of individual students’ aptitudes for college are less consistent over 
the two years than their test scores. The correlation, and hence test-retest reliability, 
of this measure of aptitude is in the .50 range. 

Finally, Figure 6.1c shows a worst-case scenario, where the students’ aptitudes are 
'assessed by tossing two six-sided dice. As you would expect, the random nature of the 
dice means that there is virtually no relationship between scores taken in one year 
and scores taken the next. Hence, in this instance, the correlation and test-retest es¬ 
timate of reliability are .00. Although no one would seriously consider tossing dice to 
be a measure of aptitude, it is worth noting that research shows that the correlation 
of overall ratings of job applicants’ suitability for jobs based on unstructured inter¬ 
views is very close ter .00. Thus, one cannot assume a measure is reliable without ac¬ 
tually checking this directly. Novices in measurement are often surprised at exactly 
how unreliable many human judgments turn out to be. 


Standards for Reliability 

Regardless of what characteristic we are measuring, we want highly reliable measures. 
Thus, in the previous example, when it comes to measuring students’ aptitudes for 
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college, the SAT is more reliable than counselor ratings, which in turn are more reli- 1 
able than tossing dice. But in an absolute sense, how high is high enough-50, .70, 

.90? This is a difficult question to answer specifically because the required reliability 
depends in part on the nature of the decision being made about the people being 
measured. 
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Validity 

The extent to which 
a performance 
measure assesses all 
the relevant—and 
only the relevant— 
aspects of job 
performance. 


Criterion-related 

validity 

A method of 
establishing the 
validity of a 
personnel selection 
method by showing 
a substantial 
correlation between 
test scores and job- 
performance scores. 


For example, let’s assume some college admissions officer was considering several 
students depicted in Figures 6.1a and 6.1b. Turning first to Figure 6.1b, assume the ad¬ 
missions officer was deciding between Student 1 (Xj) and Student 20 (X 2 o). For this 
decision, the .50 reliability of the ratings is high enough because the difference be¬ 
tween the two students is so large that one would make the same decision for admis¬ 
sion regardless of the year in which the rating was taken. That is, Student 1 (with 
scores of 100 and 80 in the junior and senior year, respectively) is always admitted and 
Student 20 (with scores of 12 and 42 for junior and senior years, respectively) is al¬ 
ways rejected. Thus, although the ratings in this case are not all that reliable in an 
absolute sense, their reliability is high enough for this decision. 

On the other hand, let’s assume the same college admissions officer was deciding 
between Student 1 (X 2 ) and Student 2 (X 2 ). Looking at Figure 6.1a, it is clear that 
even with the highly reliable SAT scores, the difference between these students is so 
small that one would make a different admission decision depending on what year 
one obtained the score. Student 1 would be selected over Student 2 if the junior-year 
score was used, but Student 2 would be chosen over Student 1 if the senior-year score 
was used. Thus, even though the reliability of the SAT exam is high in an absolute 
sense, it is not high enough for this decision. Under these conditions, the admissions 
officer needs to find some other basis for making the decision regarding these two stu¬ 
dents (like high school GPA or rank in graduating class). 

Although these two scenarios clearly show that no specific value of reliability is al¬ 
ways acceptable, they also demonstrate why, all else being equal, the more reliable a 
measure is, the better. For example, turning again to Figures 6.1a and 6.1b, consider 
Student 9 (X 9 ) and Student 14 (X H ). One would not be able to make a decision be¬ 
tween these two students based on scholastic aptitude scores if assessed via counselor 
ratings, because the unreliability in the ratings is so large that scores across the two 
years conflict. That is, Student 9 has a higher rating than Student 14 in the junior 
year, but Student 14 has a higher rating than Student 9 in the senior year. 

On the other hand, one would be able to base the decision on scholastic aptitude 
scores if assessed via the SAT, because the unreliability of the SAT scores is so low 
that scores across the two years point to the same conclusion. That is, Student 9’s 
scores are always higher than Student 14’s scores. Clearly, all else being equal, the 
more reliable the measure, the more likely it is that we can base decisions on the score 
differences that it reveals. 


Validity 

We define validity as the extent to which performance on the measure is related to 
performance on the job. A measure must be reliable if it is to have any validity. On 
the other hand, we can reliably measure many characteristics (like height) that may 
have no relationship to whether someone can perform a job. For this reason, reliabil¬ 
ity is a necessary but insufficient condition for validity. 


Criterion-Related Validation 

One way of establishing the validity of a selection method is to show that there is 
an empirical association between scores on the selection measure and scores for job 
performance. If there is a substantial correlation between test scores and job- 
performance scores, criterion-related validity has been established. For example, 
Figure 6.2 shows the relationship between 2000 scores on the Scholastic Aptitude 
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FIGURE 6.2 
Relationship 
between 2000 SAT 
Scores and 2001 
Freshman GPA 


Test (SAT) and 2001 freshman grade point average (GPA). In this example, there is 
roughly a .50 correlation between the SAT and GPA. This .50 is referred to as a va¬ 
lidity coefficient. Note that we have used the correlation coefficient to assess both re¬ 
liability and validity, which may seem somewhat confusing. The key distinction is 
that the correlation reflects a reliability estimate when we are attempting to assess the 
same characteristic twice (such as SAT scores in the junior and senior years), but the 
correlation coefficient reflects a validity coefficient when we are attempting to relate 
one characteristic (SAT) to performance on some task (GPA). 

Criterion-related validity studies come in two varieties. Predictive validation seeks 
to establish an empirical relationship between test scores taken prior to being hired 
and eventual performance on the job. Predictive validation requires one to adminis¬ 
ter tests to job applicants and then wait for some time after test administration to see 
how a subset of those applicants (those who were actually hired) performed. 

Because of the time and effort required to conduct a predictive validation study, 
many employers are tempted to use a different design. Concurrent validation assesses 
the validity of a test by administering it to people already on the job and then corre¬ 
lating test scores with existing measures of each person’s performance. The logic be¬ 
hind this strategy is that if the best performers currently on the job perform better on 
the test than those who are currently struggling on the job, the test has validity. (Fig¬ 
ure 6.3 compares the two types of validation study.) 

Despite the extra effort and time needed for predictive validation, it is superior to 
concurrent validation for a number of reasons, First, job applicants (because they are 
seeking work) are typically more motivated to perform well on the tests than are cur¬ 
rent employees (who already have jobs). Second, current employees have learned 
many things on the job that job applicants have not yet learned. Therefore, the 
correlation between test scores and job performance for current employees may 
not be the same as the correlation between test scores and job performance for less 


Predictive 

validation 

A criterion-related 
validity study that 
seeks to establish an 
empirical 
relationship 
between applicants' 
test scores and their 
eventual 

performance on the 
job. 


Concurrent 

validation 

A criterion-related 
validity study in 
which a test is 
administered to all 
the people currently 
in a job and then 
incumbents' scores 
are correlated with 
existing measures of 
their performance 
on the job. 
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FIGURE 6.3 

Graphic Depiction 
of Concurrent and 
Predictive Validation 
Designs 




knowledgeable job applicants. Third, current employees tend to be homogeneous- 
that is, similar to each other on many characteristics.z Thus, on many of the charac¬ 
teristics needed for success on the job, most current employees will show restriction 
in range. This restricted range makes it hard to detect a relationship between test 
scores and job-performance scores because few of the current employees will be very 
low on the characteristic you are trying to validate. For example, if emotional stabil¬ 
ity is required for a nursing career, it is quite likely that most nurses who have amassed 
five or six years' experience will score high on this characteristic. Yet to validate a 
test, you need both high test scorers (who should subsequently perform well on the 
job) and low'test scorers (who should perform poorly on the job). Thus, although 
concurrent studies can sometimes help one anticipate the results of predictive stud¬ 
ies, they do not serve as substitutes) 

Obviously, we would like our measures to be high in validity; but as with the reli¬ 
ability standard, we must also ask. how high is high enough? When trying to deter- 
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SAMPLE SIZE REQUIRED CORRELATION 


m* 

5 


.75 


10 


.58 

pa' 

20 


.42 


40 


.30 


80 


.21 


100 


.19 


TABLE 6.1 

Required Level of 
Correlation to Reach 
Statistical 
Significance as a 
Function of Sample 
Size 


mine how much validity is enough, one typically has to turn to tests of statistical sig¬ 
nificance. A. test of statistical significance answers the question, t( How likely is it that 
a correlation of this size could have come about through luck or chance?” 

Table 6.1 shows how big a correlation between a selection measure and a measure 
of job performance needs to be to achieve statistical significance at a level of .05 (that 
is, there is only a 5 out of 100 chance that one could get a correlation this big by 
chance alone). Although it is generally true that bigger correlations are better, the 
size of the sample on which the correlation is based plays a large role as well. Because 
many of the selection methods we examine in the second half of this chapter gener¬ 
ate correlations in the .20s and .30s, we often need samples of 80 to 90 peopled A val¬ 
idation study with a small sample (such as 20 people) is almost doomed to failure from 
the start. Thus, many companies are too small to use a criterion-related validation 
strategy for most, if not all, of their jobs. 


Content Validation 

When sample sizes are small, an alternative test validation strategy, content valida¬ 
tion, can be used. Content validation is performed by demonstrating that the items, 
questions, or problems posed by the test are a representative sample of the kinds 
of situations or problems that occur on the job. 5 A test that is content valid exposes 
the job applicant to situations that are likely to occur on the job, and then tests 
whether the applicant currently has sufficient knowledge, skill, or ability to handle 
such situations. 

For example, one general contracting firm that constructed tract housing needed 
to hire one construction superintendent. 6 This job involved organizing, supervising, 
and inspecting the work of many subcontractors involved in the construction process. 
The tests developed for this position attempted to mirror the job. One test was a 
scrambled subcontractor test, where the applicant had to take a random list of sub¬ 
contractors (roofing, plumbing, electrical, fencing, concrete, and so on) and put them 
in the correct order that each should appear on the site. A second test measured con¬ 
struction error recognition. In this test, the applicant went into a shed that was spe¬ 
cially constructed to have 25 common and expensive errors (like faulty wiring and 
upside-down windows) and recorded whatever problems she could detect. Because 
the content of these tests so closely parallels the content of the job, one can safely. 
make inferences from one to the other. 

Although criterion-related validity is established by empirical means, content va¬ 
lidity is achieved primarily through a process of expert judgment. One means of quan¬ 
tifying the degree of content validity is to use the content-validation ratio (CVR). To 


Content validation 

A test-validation 
strategy performed 
by demonstrating 
that the items, 
questions, or 
problems posed by 
a test are a 
representative 
sample of the kinds 
of situations or 
problems that occur 
on the job. 
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TABLE 6.2 
Required Level of 
Content-Validation 
Ratio to Reach 
Statistical 
Significance as a 
Function of the 
Number of Judges 


1 NUMBER OF JUDGES 

REQUIRED CONTENT-VALIDATION RATIO 



5 

.99 

8 

.75 

10 

.62 .- ‘ Aflf - T;||||s 

15 

49 

30 

.33 - TiiSt 


calculate this ratio, various individuals considered experts on the job are assembled. 
These people review each test (or item) and then categorize each test in terms of 
whether the skill or knowledge the test assesses is essential to the job. The content- 
validation ratio is then calculated from the formula 


CVR 


n e - N/2 
N/2 


where n e is the number of judges who rate the item “essential” and N is the number 
of judges. CVR equals 1.0 when all judges believe the item is essential and -1.0 when 
all judges believe it is nonessential. A CVR of .00 means there is complete disagree¬ 
ment on the degree to which the item is essential. Table 6.2 shows the level of CVR 
needed to achieve statistical significance as a function of the number of judges. 7 

The ability to use content validation in small sample settings makes it generally 
more applicable than criterion-related validation. However, content validation has 
two limitations. 8 First, one assumption behind content validation is that the person 
who is to be hired must have the knowledge, skills, or abilities at the time she is hired. 
Thus it is not appropriate to use content validation in settings where the applicant is 
expected to learn the job in a formal training program conducted after selection. 

Second, because subjective judgment plays such a large role in content validation, 
it is critical to minimize the amount of inference involved on the part of judges. Thus 
the judges’ ratings need to be made with respect to relatively concrete and observable 
behaviors (for example, “applicant detects common construction errors” or “arranges 
optimal subcontractor schedules”). Content validation would be inappropriate for 
assessing more abstract characteristics such as intelligence, leadership capacity, and 
integrity. 


Generalizability 

The degree to which 
the validity of a 
selection method 
established in one 
context extends to 
other contexts. 


Generalizability 

Generalizability is defined as the degree to which the validity of a selection method 
established in one context extends to other contexts. There are three primary “con¬ 
texts” over which we might like to generalize: different situations (jobs or organiza¬ 
tions), different samples of people, and different time periods. Just as reliability is nec¬ 
essary but not sufficient for validity, validity is necessary but not sufficient for 
generalizability. 

It was once believed, for example, that validity coefficients were situationally spe¬ 
cific—that is, the level of correlation between test and performance varied as one 
went from one organization to another, even though the jobs studied seemed to be 
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identical. Subsequent research has indicated that this is largely false. Rather, tests 
tend to show similar levels of correlation even across jobs that are only somewhat 
similar (at least for tests of intelligence and cognitive ability). Correlations with these 
kinds of tests change as one goes across widely different kinds of jobs, however. 
Specifically, the more complex the job, the higher the validity of many tests. 9 

It was also believed that tests showed differential subgroup validity, which meant 
that the validity coefficient for any test-job performance pair was different for people of 
different races or genders. This belief was also refuted by subsequent research, and, in 
general, one finds very similar levels of correlations across different groups of people. 10 

Because the evidence suggests that test validity often extends across situations and 
subgroups, validity generalization stands as an alternative for validating selection meth¬ 
ods for companies that cannot employ criterion-related or content validation. Valid¬ 
ity generalization is a three-step process. First, the company provides evidence from 
previous criterion-related validity studies conducted in other situations that shows 
that a specific test (such as a test of emotional stability) is a valid predictor for a spe¬ 
cific job (like nurse at a large hospital). Second, the company provides evidence from 
job analysis to document that the job it is trying to fill (nurse at a small hospital) is 
similar in all major respects to the job validated elsewhere (nurse at a large hospital). 
Finally, if the company can show that it uses a test that is the same as or similar to 
that used in the validated setting, then one can “generalize” the validity from the first 
context (large hospital) to the new context (small hospital). 11 


Utility 

Utility is the degree to which the information provided by selection methods en¬ 
hances the bottom-line effectiveness of the organization. 12 Strategic approaches to 
human resource management place a great deal of importance in determining the fi¬ 
nancial worth of their human capital, and great strides have been made in assessing 
this value. 13 In general, the more reliable, valid, and generalizable the selection 
method is, the more utility it will have. On the other hand, many characteristics of 
particular selection contexts enhance or detract from the usefulness of given selection 
methods, even when reliability, validity, and generalizability are held constant. 

Figures 6.4a and 6.4b, for example, show two different scenarios where the corre¬ 
lation between a measure of extroversion and the amount of sales revenue generated 
by a sample of sales representatives is the same for two different companies: Company 
A and Company B. Although the correlation between the measure of extroversion 
and sales is the same, Company B derives much more utility or practical benefit from 
the measure. That is, as indicated by the arrows proceeding out of the boxes (which 
indicate the people selected), the average sales revenue of the three people selected 
by Company B (Figure 6.4b) is $850,000 compared to $780,000 from the three peo¬ 
ple selected by Company A (Figure 6.4a). 

The major difference between these two companies is that Company B generated 
twice as many applicants as Company A. This means that the selection ratio (the per¬ 
centage of people selected relative to the total number of people tested) is quite low 
for Company B (3/20) relative to Company A (3/10). Thus the people selected by 
Company B have higher amounts of extroversion than those selected by Company A;, 
therefore, Company B takes better advantage of the relationship between extrover¬ 
sion and sales. Although this might be somewhat offset by the cost of recruiting and 
measuring 20 more people, this added cost is probably trivial relative to the difference 
in revenue shown in this example ($70,000). Thus the utility of any test generally 


Utility 

The degree to which 
the information 
provided by 
selection methods 
enhances the 
effectiveness of 
selecting personnel 
in real organizations. 
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FIGURE 6.4A 


FIGURE 6.4B 




increases as the selection ratio gets lower, so long as the additional costs of recruiting 
and testing are not excessive. 

Many other factors relate to the utility of a test. For example, the value of the prod¬ 
uct or service produced by the job incumbent plays a role: the more valuable the prod¬ 
uct or service, the more value there is in selecting the top performers. The cost of the 
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test, of course, also plays a role. More expensive tests will on average have less utility 
unless they produce more valid predictions. Often, however, if many people are 
tested, and the product or service being delivered has a great deal of value, the cost 
of testing is more than offset by the gains in utility. 


Legality 

The final standard that any selection method should adhere to is legality. All selec¬ 
tion methods should conform to existing laws and existing legal precedents. Many is¬ 
sues related to selecting employees safely under U.S. law were discussed generically in 
Chapter 3. Our treatment there was broad and dealt with legal aspects in all areas of 
human resource management. In this chapter we focus more narrowly on issues that 
relate directly to personnel selection, bypassing constitutional amendments and fo¬ 
cusing more squarely on federal legislation and executive orders. 


Federal Legislation 

Three primary federal laws form the basis for a majority of the suits filed by job appli¬ 
cants. First, the Civil Rights Act of 1991 (discussed in Chapter 3), an extension of the 
Civil Rights Act of 1964, protects individuals from discrimination based on race, color, 
sex, religion, and national origin with respect to hiring as well as compensation and 
working conditions. The 1991 act differs from the 1964 act in three important areas. 

First, it establishes employers explicit obligation to establish the business necessity 
of any neutral-appearing selection method that has had adverse impact on groups 
specified by the law. This is typically done by showing that the test has significant 
criterion-related or content validity. Second, it allows the individual filing the com¬ 
plaint to have a jury decide whether he or she may recover punitive damages (in 
addition to lost wages and benefits) for emotional injuries caused by the discrimina¬ 
tion. 14 This can generate large financial settlements as well as poor public relations 
that can hinder the organization s ability to compete. One recent example of this can 
be seen at Coca-Cola, and this is highlighted in the “Competing by Meeting Stake¬ 
holders Needs box. Finally, it explicitly prohibits the granting of preferential treat¬ 
ment to minority groups. For example, it specifically prohibits adjusting scores upward 
on tests just because someone is in a group with lower average scores (sometimes re¬ 
ferred to as race norming). Adjusting scores in this way has been found to have a num¬ 
ber of negative effects, not only on the attitudes of white males, but on the proposed 
beneficiaries of such preferential treatment. Research shows that when selection de¬ 
cisions are perceived as being based partially on group membership, it undermines the 
confidence and hurts the job performance of the women or minority group members 
the program was designed to help. 15 

The Age Discrimination in Employment Act of 1967 is also widely used in per¬ 
sonnel selection. This act mirrors the Civil Rights Act of 1964 in its protections and, 
as amended in 1978, covers job applicants over the age of 40. The act does not pro¬ 
tect younger workers (thus there is never a case for “reverse discrimination” here), 
and like the most recent civil rights act, it allows for jury trials and punitive damages! 
This act outlaws almost all “mandatory retirement” programs (company policies that - 
dictate that everyone who reaches a set age must retire). 

Litigation brought forward under this act surged by over 200 percent between 1991 
and 2001. Two trends have combined to generate this increase: the general aging of 
the workforce and recent attempts by organizations to downsize. Together these trends 
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BY MEETING 
STAKEHOLDERS' 
NEEDS 



Coca-Cola: Its Problems 
with Diversity Are 
the Real Thiifg 




The battle between Coca-Cola 
and PepsiCo is an ongoing 
struggle for supremacy in the 
lucrative soft drink market. 
However, while Pepsico has 
been consistently rated one of 
the best places for minorities to 
work, Coca-Cola has struggled 
with race relations throughout 
its recent history. 

For example, to compensate 
for its past discriminatory prac¬ 
tices, Coca-Cola has had to 
offer $1 billion over five years 
to minority-owned suppliers, 
banks, and retailers beginning 
in the year 2000. At the same 
time, the company's African 
American employees were 
suing for $176 million in retalia¬ 
tion for discrimination in pay 
and promotion policies, and an 
external group, headed by 
Larry Jones, was organizing a 
consumer boycott of Coke 
products because of alleged 
mistreatment of African Ameri¬ 
can employees. 


Then, in what was the last 
straw for many, a Coca-Cola 
senior African American 
executive, Carl Ware, retired 
after being passed over for a 
promotion that was considered 
well overdue by outside 
observers. Ware, a veteran at 
Coke, had played a critical role 
in the local Atlanta community, 
where Coke is headquartered, 
and was instrumental in terms 
of helping Coke break into the 
African market. Many attribute 
the fact that operating revenue 
from Africa rose over 40 
percent between 1998 and 
2000 to Ware's efforts. 

The negative publicity 
associated with all these events 
was simply too much for Coca- 
Cola's board of directors: four 
months after he made the 
decision to overlook Ware's 
career, the board terminated 
the career of then-CEO M. 
Douglas Ivestor. Ivestor was 
replaced with Douglas Daft, 


who immediately committed to 
helping the company mend 
fences with African American 
employees and suppliers. He 
talked Ware out of retirement 
and placed him in charge of 
Coke's Diversity Advisory 
Council, a new unit dedicated 
to promoting minority hiring 
and career development. 
Whether these steps will be 
enough to earn the trust of 
minorities has yet to be seen. 
However, what is clear is that 
until Coke mends its internal 
conflicts, it will never be able to 
focus squarely on its true 
threat—Pepsico. 

SOURCE: E. LeBlanc, L. Vanderkam, and 
K. Vella Zarb, "America's 50 Best Companies 
for Minorities," Fortune (July 10, 2000), pp. 
190-200; D. Foust, "Coke: Say Goodbye to 
the Good Ol' Boy Culture," BusinessWeek 
(May 29, 2000), p. 58; D. Foust, "Will Coke 
Go Better with Carl Ware?" BusinessWeek 
(January 24, 2000), p. 138; A. Harrington, 
"Prevention Is the Best Defense," Fortune 
(July 10, 2000), p. 188. 


have displaced many older workers, who have brought age discrimination suits against 
their former employers. The long list of companies sued under this act includes CBS 
Inc., McDonnell Douglas, Northwest Airlines, Disney, and Martin Marietta. 16 

Finally, the Americans with Disabilities Act (ADA) of 1991 protects individuals 
with physical and mental disabilities (or with a history of the same). It extends the 
Vocational Rehabilitation Act of 1973, requiring employers to make “reasonable ac¬ 
commodation” to disabled individuals whose handicaps may prevent them from per¬ 
forming essential functions of the job as currently designed. “Reasonable accommo¬ 
dation” could include restructuring jobs, modifying work schedules, making facilities 
accessible, providing readers, or modifying equipment. Largely due to this act, the 
percentage of disabled people participating full-time in the U.S. workforce has in¬ 
creased from under 45 percent in 1986 to over 55 percent in 2001. 17 
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Employers need not make accommodations that cause “undue hardship.” In other 
words, if the accommodation is “unduly costly, extensive, substantially disruptive, or 
fundamentally alters the nature of the job,” the employer need not comply. Undue 
hardship can also be established if the employer can show that hiring the applicant 
will directly threaten the safety of that person or others he or she encounters on the 
job despite attempts at accommodation. 

This act also restricts many preemployment inquiries. 18 For instance, it is legal 
to ask an applicant, “Can you meet the attendance requirements for this job?” but it 
is not legal to ask, “How many days did you miss work in your last job because you 
were sick?” because the latter question might reveal a disability. The ADA also pro¬ 
hibits tests that might reveal a psychological or physical disability. (These would fall 
under the heading of “illegal medical examinations.”) If a manager is uncertain 
whether a test would be considered medical, she should review the test to determine 
whether it must be interpreted by a medical professional or whether the behavior or 
trait assessed by the test is so fundamental to the job that it can be interpreted by any 
line manager. 


Executive Orders 

As noted in Chapter 3 , the executive branch of the government also regulates hiring 
decisions through the use of executive orders. Executive Order 11246 parallels the 
protections provided by the Civil Rights Act of 1964 but goes beyond the 1964 act 
in two important ways. First, not only do the executive orders prohibit discrimina¬ 
tion, they actually mandate that employers take affirmative action to hire qualified 
minority applicants. The executive orders also allow the government to suspend all 
business with a contractor while an investigation is being conducted (rather than 
waiting for an actual finding), which puts a great deal of pressure on employers to 
comply with these orders. Executive orders are monitored by the Office of Federal 
Contract Compliance Procedures (OFCCP), which issues guidelines (like the Affir¬ 
mative Action Program Guidelines published by the Bureau of National Affairs in 
1983 ) to help companies comply. 

Finding and Keeping the Best Employees 

Given the events that took place toward the end of 2001 , it may come as little sur¬ 
prise that one group that has been singled out most for employment discrimination 
has been Arab Americans. Between October 1 , 2001 , and December 1 , 2001 , the 
Equal Employment Opportunity Commission (EEOC) investigated over 100 cases of 
discrimination against Arab Americans. Many of these charges come from workers in 
the security and airlines industries who are, for obvious reasons, especially sensitive 
about this topic. 

For example, Mamdouh Bayoumy was offered a job at the Boeing plant in San An¬ 
tonio, but the company then reneged on its offer after the September 11th hijackings 
and terrorist attacks on the World Trade Center and Pentagon. Even though Bay¬ 
oumy had a 10-year track record of work in the United States, numerous glowing ref¬ 
erences from past employers, and no history of criminal activity, Boeing claimed it 
“could not secure his background.” Although organizations clearly need to protect 
their customers and workers from terrorism, the blanket refusal to consider any Arab 
American job applicants is not just bad business practice—it’s illegal. 

SOURCE: M. Conlin, "Taking Precautions—or Harassing Workers?" BusinessWeek (December 3, 
2001), p. 84. 
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Types of Selection Methods 

The first half of this chapter laid out the five standards by which we can judge selec¬ 
tion measures. In the second half of this chapter, we examine the common selection 
methods used in various organizations and discuss their advantages and disadvantages 
in terms of these standards. 


Situational 

interview 

An interview 
procedure where 
applicants are 
confronted with 
specific issues, 
questions, or 
problems that are 
likely to arise on the 
job. 


Interviews 

A selection interview has been defined as “a dialogue initiated by one or more per¬ 
sons to gather information and evaluate the qualifications of an applicant for em¬ 
ployment.” 19 The selection interview is the most widespread selection method em¬ 
ployed in organizations. 

Unfortunately, the long history of research on the employment interview suggests 
that, without proper care, it can be unreliable, low in validity, 20 and biased against a 
number of different groups. 21 Moreover, interviews are relatively costly because they 
require at least one person to interview another person, and these persons have to be 
brought to the same geographic location. Finally, in terms of legality, the subjectivity 
embodied in the process often makes applicants upset, particularly if they fail to get a 
job after being asked apparently irrelevant questions. The Supreme Court ruled in 
Watson v. Fort Worth Bank and Trust that subjective selection methods like the inter¬ 
view must be validated by traditional criterion-related or content-validation proce- 
dures. 22 

Fortunately, more recent research has pointed to a number of concrete steps that 
one can employ to increase the utility of the personnel selection interview. 23 First, 
HR staff should keep the interview structured, standardized, and focused on accom¬ 
plishing a small number of goals. That is, they should plan to come out of each in¬ 
terview with quantitative ratings on a small number of dimensions that are observ¬ 
able (like interpersonal style or ability to express oneself) and avoid ratings of abilities 
that may be better measured by tests (like intelligence). In the words of one experi¬ 
enced interviewer for Johnson and Son Inc., “Gut feelings count, but the goal is con¬ 
trolled subjectivity.” 24 For the most part, interviews tap the applicants’ personality 
characteristics and interpersonal style. However, they can also delve into the persons 
job knowledge and skill, and interviews show higher predictive validity when focused 
on these latter factors. 

Second, ask questions dealing with specific situations that are likely to arise on the 
job, and use these to determine what the person is likely to do in that situation. These 
types of situational interview items have been shown to have quite high predictive 
validity. 25 Situational judgment items come in two varieties, as shown in Table 6.3. 
Some items are “experience-based” and require the applicant to reveal an actual ex¬ 
perience he or she had in the past when confronting the situation. Other items are 
“future-oriented” and ask what the person is likely to do when confronting a certain 
hypothetical situation in the future. Research suggests that these types of items can 
both show validity but that experience-based items often outperform future-oriented 
items. 26 These types of tests also tend to work well in combination with some of the 
other methods discussed later in this chapter because they seem to tap something 
unique about each candidate. 27 

Ameritech Cellular Services uses these types of situational questions in its inter¬ 
view procedures. Interviewees answer questions that directly relate to past experi¬ 
ences and future behaviors. As James Reicks, director of human resources, notes, 
“We’re shifting toward competency-based systems which really zero in on the attri- 
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Experience-based 
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Resolving conflict: 


"What was the biggest difference of opinion you ever 
had with a coworker? How did you resolve that 
situation?" 




Future-oriented 


•solving conflict: 


"Imagine that you and a coworker disagree about the 
best way to handle an absenteeism problem with 
another member of your team. How would you resolve 
that situation?" 


"Suppose you had an idea tor change in worts 
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TABLE 6.3 

Examples of 
Experience-Based 
and Future-Oriented 
Situational Interview 
Items 


butes of a candidate. We're looking for specific examples of how they succeeded in 
previous jobs rather than examining their entire work history."2s 

It is also important to use multiple interviewers who are trained to avoid many of 
the subjective errors that can result when one human being is asked to rate another. 
Limiting the subjectivity of the process is central to much of this training, and re¬ 
search suggests that it is best to ask interviewers to be "witnesses" of facts that can 
later be integrated via objective formulas, as opposed to being "judges" allowed to 
idiosyncratically weigh how various facts should be combined to form the final rec- 
ommendation.2 9 That is, interviewers need to be made aware of their own biases, prej¬ 
udices, and other personal features that may color their perceptions of others.30 For 
example, at Levi Strauss, the human resource department makes sure women and mi¬ 
norities playa large role in interviewing job applicants to ensure their perspective is 
included.^! Many employers are now videotaping interviews and then sending the 
tapes (rather than the applicants) around from place to place. This is seen by some as 
a cost-effective means of allowing numerous raters to evaluate the candidate under 
standard conditions.32 

References and Biographical Data 

Just as few employers would think of hiring someone without an interview, nearly all 
employers also use some method for getting background information on applicants 
before an interview. This information can be solicited from the people who know the 
candidate through reference checks. 
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The evidence on the reliability and validity of reference checks suggests that these 
are, at best, weak predictors of future success on the job. 33 The main reason for this 
low validity is that the evaluations supplied in most reference letters are so positive 
that it is hard to differentiate applicants. As Northwestern Bell's district manager of 
management employment notes, "They all say, 'This is the greatest individual the 
world has ever seen, the next president, at least.' ... It isn't always accurate."34 

This problem with reference letters has two causes. First, the applicant usually gets 
to choose who writes the letter and can thus choose only those writers who think the 
highest of her abilities. Second, because letter writers can never be sure who will read 
the letters, they may fear that supplying damaging information about someone could 
come back to haunt them. This fear is well placed. Over 10,000 such lawsuits have 
been filed since 1983. In 70 percent of these cases, the recipient of the bad reference 
prevails, and the average award is over $500,000. (The record is $1.9 million.)35 
Intuit Corporation, the Menlo Park, California, software company that produces 
Quicken, tries to get around these problems by requesting references in bulk-some- 
times asking for as many as 12 letters of reference. The first two or three people listed 
invariably have nothing but positive things to say about the candidate, but, accord¬ 
ing to $haryn Vacunich, staffing manager for Intuit, once you get beyond those peo¬ 
ple, you hear more than just positive things.36 

The evidence on the utility of biographical information collected directly from job 
applicants is much more positive, especially for certain occupational categories such 
as clerical and sales jobs37 and for particular outcomes like tumover.3^ The low cost of 
obtaining such information significantly enhances its utility, especially when the in¬ 
formation is used in conjunction with a well-designed follow-up interview that com¬ 
plements, rather than duplicates, the biographical information bank.39 

The biographical information form also provides a written document that the or¬ 
ganization can verify via outside checks. For example, APCOA Inc. (a Cleveland- 
based company that operates parking facilities at 400 urban sites and 70 airports in 42 
states) conducts a battery of checks. Depending on the position, this investigation can 
include driving records, credit history, criminal record, and education and employment 
verification. According to Bobbi Navarro, a human resource staff member at APCOA, 
"The perception is [that] a parking company would never spend the time and energy 
to do all this, but if you're committed to excellence, then it's absolutely necessary. The 
hiring process can set you apart from the competition, and nowadays, you have to 
know who the people are who work for you. The risk is just too great to ignore."40 


Physical Ability Tests 

Although automation and other advances in technology have eliminated or modified 
many physically demanding occupational tasks, many jobs still require certain physi¬ 
cal abilities or psychomotor abilities.41 In these cases, tests of physical abilities maybe 
relevant not only to predicting performance but to predicting occupational injuries 
and disabilities as well.42xhere are seven classes of tests in this area: ones that eval¬ 
uate (1) muscular tension. (2) muscular power, (3) muscular endurance, (4) cardio¬ 
vascular endurance, (5) flexibility, (6) balance, and (7) coordination.43 

The criterion-related validities for these kinds of tests for certain jobs are quite 
strong.44 Unfortunately, these tests, particularly the strength tests, are likely to have 
an adverse impact on some applicants with disabilities and many female applicants. 
For example, roughly two-thirds of all males score higher than the highest-scoring fe¬ 
male on muscular tension tests.43 In the wake of the $eptember 11th, 2001, terrorist 
attacks on New York and Washington, recruiting offices faced a surge of applicants for 
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the armed services. However, due to high physical standards associated with being in 
t e military, the actual number of these new applicants that could be selected was 
very small. In the end, the number of new enlistments was largely unaffected by the 
patriotic response to the terrorist attacks. 46 

There are two key questions to ask in deciding whether to use these kinds of tests. 
First is the physical ability essential to performing the job and is it mentioned promi¬ 
nently enough in the job description? Neither the Civil Rights Act nor the ADA re¬ 
quires employers to hire individuals who cannot perform essential job functions, and 
both accept a written job description as evidence of the essential functions of the 
job. Second, is there a probability that failure to adequately perform the job would 
result m some risk to the safety or health of the applicant, coworkers, or clients? The 

d ‘ r K eC , C th /‘: at clause of rhc ADA makes it clear that adverse impact against those 
with disabilities is warranted under such conditions. 


Cognitive Ability Tests 

Cognitive ability tests differentiate individuals: based on their mental rather than 
physical capacities. Cognitive ability has many different facets, although we will focus 
only on three dominant ones. 48 Verbal comprehension refers to a person’s capacity to 
understand and use written and spoken language. Quantitative ability concerns the 
speed and accuracy with which one can solve arithmetic problems of all kinds. Rea¬ 
soning ability, a broader concept, refers to a person’s capacity to invent solutions to 
many diverse problems. 

Some jobs require only one or two of these facets of cognitive ability. Under these 
conditions, maintaining the separation among the facets is appropriate. However 
many jobs that are high in complexity require most, if not all, of the facets, and hence 
one general test is often as good as many tests of separate facets. 49 Highly reliable 
commercial tests measuring these kinds of abilities are widely available, and they are 
generally valid predictors of job performance. The validity of these kinds of tests is re- 
bted to the complexity of the job, however, in that one sees higher criterion-related 
validation for complex jobs than for simple jobs.*) The predictive validity for these 
tests is a so higher in jobs that are dynamic and changing over time and thus require 
adaptability on the part of the job incumbent. 4 * Given the changing nature of econ¬ 
omy, the adaptability of workers has become a critical concern of many employers 
People who are high in adaptability have been found to skilled at (a) handling emer¬ 
gencies (b) managing stress, (c) solving problems, (d) learning new technologies, and 
(ej dealing with culturally diverse populations. 52 

One of the major drawbacks to these tests is that they typically have adverse impact 
on African Americans. Indeed, the size of the differences is so large that some have ad¬ 
vocated abandoning these types of tests for making decisions regarding who will be ac¬ 
cepted for certain schools or jobs » I n the past, the difference between the means for 
blacks and whites meant that an average black would score at the 16th percentile of 
the distribution of white scores. 54 The notion of race norming, alluded to earlier, was 
bom of the desire to use these high-utility tests in a manner that avoided adverse im- 
poci. Although race norming was made illegal by the recent amendments to the Civil 
Rights Act, some have advocated the use of banding to both achieve the benefits of 
testing and minimize its adverse impact. The concept of banding suggests that similar 
groups of people whose scores differ by only a small amount all be treated as having the 
same score. Then, within any band, preferential treatment is given to minorities. Most 
obseivers feel preferential treatment of minorities is acceptable when scores are tied, 
and banding simply broadens the definition of what constitutes a tied score. 55 


Cognitive ability 
tests 

Tests that include 
three dimensions: 
verbal 

comprehension, 
quantitative ability 
and reasoning 
ability. 

Verbal 

comprehension 

Refers to a person's 
capacity to 
understand and use 
written and spoken 
language. 

Quantitative ability 

Concerns the speed 
and accuracy with 
which one can solve 
arithmetic problems 
of all kinds. 

Reasoning ability 

Refers to person's 
capacity to invent 
solutions to many 
diverse problems. 
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For example, in many classes a score of 90-100 percent may constitute a 4.0 for the 
course. This means that even though someone scoring 99 outperformed someone 
with a score of 91, each gets the same grade (a 4.0). Banding uses the same logic for 
all kinds of tests. Thus, if one was going to use the grade in the class as a selection 
standard, this would mean that the person with the 91 is equal to the person with the 
99 (that is, they both score a 4.0), and if their scores are tied, preference should be 
given to the minority. Like race norming, banding is very controversial, especially if 
the bands are set too wide. 56 


Personality Inventories 

While ability tests attempt to categorize individuals relative to what they can do, per¬ 
sonality measures tend to categorize individuals by what they are like. Two recent re¬ 
views of the personality literature independently arrived at five common aspects of 
personality. 57 We refer to these five major dimensions as “the Big Five,” and they in¬ 
clude (1) extroversion, (2) adjustment, (3) agreeableness, (4) conscientiousness, and 
(5) inquisitiveness. Table 6.4 lists each of these with a corresponding list of adjectives 
that fit each dimension. 

Although it is possible to find reliable, commercially available measures of each of 
these traits, the evidence for their validity and generalizability is mixed at best. 58 
Conscientiousness is one of the few factors that displays any validity across a number 
of different job categories, and many real-world managers rate this as one of the most 
important characteristics they look for in employees. 59 People high in conscientious¬ 
ness show more stamina at work, which is helpful in many occupations. For example, 
at the highest levels of management, many CEOs of the largest companies—such as 
Herb Kelleher of Southwest Airlines, Tony O’Reilly of H.J. Heinz, and Wolfgang 
Schmitt of Rubbermaid—report working 80 to 90 hours a week and get by on as lit¬ 
tle as 5 to 6 hours of sleep each night. 60 Conscientiousness seems to be a particularly 
good predictor when teamed with tests of mental ability because there is a stronger 
relationship between this trait and performance when ability is high. 61 

Although conscientiousness is the only dimension of personality that seems to 
show predictive validity across all situations, there are contexts where other compo¬ 
nents of the Big Five relate to job performance. First, extroversion and agreeableness 
seem to be related to performance in jobs such as sales or management; it is easy to 
see why these types of attributes would be required for such jobs. 62 These two factors 
also seem to be predictive of performance in team contexts, although in many cases 
it is the score of the lowest team member that determines the whole group outcome. 
That is, one highly disagreeable, introverted, or unconscientious member can ruin an 


TABLE 6.4 

The Five Major 
Dimensions of 
Personality 
Inventories 


1. Extroversion Sociable, gregarious, assertive, talkative, expressive 

2 . '''' stafote, 

3. Agreeableness Courteous, trusting, good-natured, tolerant, 

cooperative, forgiving 

4. .■; 

‘ ,'oytr - % <"/> 

5. Inquisitiveness Curious, imaginative, artistically sensitive, broad¬ 

minded, playful 





Personality Flays a More 

Prominent Rele 


One key feature of the new 
economy is the complexity and 
dynamic nature of both con¬ 
sumer markets and labor mar¬ 
kets. Dynamic consumer 
markets mean there is less value 
in top-down strategic planning 
and a more critical need for col¬ 
laborative problem solving. The 
shortage of high-skilled workers 
means that leaders can no 
longer rule by threat and intimi¬ 
dation, but instead must be 
able to nurture and retain highly 
valued colleagues. Managing 
this complexity also tends to 
outstrip the skills of any one 
person and demands a team- 
based approach to work with 
the emphasis on cooperation 
and interdependence. 

Unfortunately, traditional 
business school education in the 
1980s and early 1990s empha¬ 
sized individual achievements 
over teamwork and technical 
skills over interpersonal skills. 
The result has been a cadre of 
managers whose past training 
makes them ill-suited for-the 
challenges of the new economy. 
A recent analysis of data col¬ 
lected for a Fortune article on 
"Why CEOs Fail" indicates that 


in a majority of cases it was at¬ 
tributable to a lack of "people 
skills." Indeed, as one senior 
manager has noted, "Before it 
was all about what you as an in¬ 
dividual could achieve and get 
credit for. Now you have to give 
up personal ownership—which 
goes against all my education in 
business school." 

Instead of aggressive lone 
wolves looking out for number 
one, companies are instead 
seeking team players that can 
achieve results working with 
others that may share different 
backgrounds or skills. For exam¬ 
ple, when Hewlett Packard was 
looking for a new CEO, the 
company was facing many of 
these new economy pressures 
as it tried to transform itself 
from a stodgy hardware com¬ 
pany that told people what to 
do, to a more nimble, Web- 
based firm that empowered 
workers to be creative. In order 
to accomplish this goal in its hir¬ 
ing process, Hewlett Packard 
turned to personality tests. 

Prior to being hired as the 
new CEO at Hewlett Packard, 
Carly Fiorina and all the other fi¬ 
nalists for this job had to re¬ 


spond to a two-hour, 900-ques¬ 
tion personality test, and this is 
becoming increasingly common 
in contemporary organizations. 
The personality tests go beyond 
skills and experiences and try to 
tap into the common behavioral 
styles people tend to use in in¬ 
teracting with others, evaluating 
traits such as agreeableness, ex¬ 
troversion, conscientiousness, 
and emotional stability. The 
measures also capture how peo¬ 
ple typically process information 
and the implications this has for 
working with others. As one 
manager has noted with respect 
to working in teams, "Some¬ 
times you have to put down 
that voice in the back of your 
head screaming 'me, me, me.'" 
Although this is a commendable 
sentiment, people employing 
personality tests do so in order 
to select people who have no 
such voices in their head. 

SOURCE: H. Mintzberg and J. Lampel, "Do 
MBAs Make Better CEOs? Sorry, Dubya, It 
Ain't Necessarily So," Fortune (February 19, 
2001), p. 244; F. Russo, "State of Aggression: 
The Ways of Type A's May Not Pay," Time 
Magazine (July 2, 2001), pp. 32-35; W.F. 
Wagner, "All Skill, No Finesse," Workforce, 
June 2000, p. 116; P. Mendels, "Do You Have 
a Personality for Success," BusinessWeek 
Online, October 13, 2000, p. 1-3. 


entire team.® Indeed, as the “Competing in the New Economy box shows, there are 
several reasons why firms are increasingly turning to personality tests for staffing. 

Finally, the validity for almost all of the Big Five factors in terms of predicting job 
performance also seems to be higher when the scores are not obtained from the appli¬ 
cant but are instead taken from other people. 64 The lower validity associated with sel - 


237 








238 PART2 Acquisition and Preparation of Human Resources 


reports of personality can be traced to two factors. First, people sometimes lack insight 
into what their own personalities are actually like (or how they are perceived by oth¬ 
ers), so their scores are inaccurate or unreliable. Second, applicants can sometimes fake 
their responses to personality items.6s The evidence suggests that faking may be par¬ 
ticularly an issue with the traits of conscientiousness and emotional stability because 
of the transparent nature of how these items would be used in decision making.66 


Assessment center 

A process in which 
multiple raters 
evaluate employees' 
performance on a 
number of exercises. 


Work Samples 

Work-sample tests and job-performance tests attempt to simulate the job in minia¬ 
turized form. For example, many organizations use an "in-basket” test when assessing 
people who are applying for managerial jobs. In an in-basket test, job candidates are 
asked to respond to memos that typify the problems confronted by those who already 
hold the job. The key in this and other forms of work-sample tests is the behavioral 
consistency between the requirements of the job and the requirements of the test.67 
Work-sample tests tend to be job specific-that is, tailored individually to each 
different job in each organization. On the positive side, this has resulted in tests that 
demonstrate a high degree of criterion-related validity. In addition, the obvious 
parallels between the test and the job make content validity high. In general, this 
reduces the likelihood that rejected applicants will challenge the procedure through 
litigation. Available evidence also suggests that these tests are low in adverse impact.6 s 
As the Competing through Globalization box shows, work-sample tests, because 
they get directly at the ability to do the job, are particularly useful when hiring non- 
U.S. citizens, for whom background information may be hard to collect or interpret. 

With all these advantages come two drawbacks. First, by their very nature the tests 
are job-specific, so generalizability is low. Second, partly because a new test has to be 
developed for each job and partly because of their nonstandardized formats, these 
tests are relatively expensive to develop. It is much more cost-effective to purchase a 
commercially available cognitive ability test that can be used for a number of differ¬ 
ent job categories within the company than to develop a test for each job. For this 
reason, some have rated the utility of cognitive ability tests higher than work-sample 
tests, despite the latter's higher criterion-related validity.69 On the other hand, tech¬ 
nological developments in the area of communications have reduced the cost of many 
different kinds of work-sample tests. For example, many work-sample tests can now 
be delivered online from a remote location, creating some economies of scaled® 

In the area of managerial selection, work-sample tests are typically the cornerstone 
in assessment centers. Generically, the term assessment center is used to describe a 
wide variety of specific selection programs that employ multiple selection methods to 
rate either applicants or job incumbents on their managerial potential. Someone at¬ 
tending an assessment center would typically experience work-sample tests such as an 
in-basket test and several tests of more general abilities and personality. Because as¬ 
sessment centers employ multiple selection methods, their criterion-related validity 
tends to be quite high. Research indicates that one of the best combinations of se¬ 
lection methods includes work-sample tests with a highly structured interview and a 
measure of general cognitive ability. The validity coefficient expected from such a 
combined battery often exceeds .60.71 


Honesty Tests and Drug Tests 

Many problems that confront society also exist within organizations, which has led to 
two new kinds of tests: honesty tests and drug-use tests. Many companies formerly 




Nationals 


Although the majority of firms parties—such as the Knowjedg 

in the United States hire U.S. Company in Fairfax, Virginia— 

citizens, the search for the employ ■ 

world's best talent may require where, fofr jptfliffi e, an apf$i- 
crossing U.S. borders. This is in- cant for an engineertng^fob 
creasingly common in industries would be asked to submit dfsrii 
such as software development, ings and plans for a certain 
engineering, pharmaceuticals, product, which vfould be evalu 
and aerospace, where higHi ated by experts, 

ability, low-cost talent can be : ; Also, the typical criminal 

found in Russia, India, Taiwan, background check is difficult b< 

Singapore, China, and Korea. cause, except for the most seri 

However, hiring foreign nation- ous crimes, there is little infor- 
als for U.S. firms is not as easy mation within the United State* 

as you might think. There are a regarding crimes committed in 

number of barriers to overcome other countries. Beyond this, tf 

when hiring non-U.S. citizens. American Foreign Corrupt Prac 

For example, documenting tices Act even bars U.S. entry c 

and verifying the credentials of foreign businesspeople who 
foreign nationals is difficult If might have bribed govemmeni 
the applicant has attended a officials in their home coun- 
non-U.S. university, how does tries—even if that is not agains 

the institution and the degree the law in those countries, 
awarded compare to what Finally, even if one is able tc 

would be found in the United obtain the necessary data for 

States? To get around overseas making an informed hiring dec 

educational idiosyncrasies, sion with respect to a foreign 

some companies like Mobil national, the U.S. Department 
Corporation conduct their own Labor requires the employer tc 
screening tests for basic skills in show that (1) the employment 
reading and math. Other com- this person will not adversely a 


employed polygraph tests, or lie detectors, to evaluate job applicants, but this changed 
with the passage of the Polygraph Act in 1988. This act banned the use of polygraphs 
in employment screening for most organizations. However, it did not eliminate the 
problem of theft by employees. As a result, the paper-and-pencil honesty testing in¬ 
dustry was bom. 

Paper-and-pencil honesty tests typically ask applicants directly about their atti¬ 
tudes toward theft or their past experiences with theft. Some sample items are shown 
in Table 6.5. Given the recent development of these tests, there is not a great deal of 
independent evidence (evidence not generated by those who publish and sell the 
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TABLE 6.5 

Sample Items from a 
Typical Integrity Test 



1. It's OK to take something from a company that is making too much profit. 
3. When a store overcharges its customers, it's OK to change price tags on 


SOURCE: From Inc.: The Magazine for Growing Companies. Copyright © 1992 by Goldhirsh 
Group/Inc. Publishing. Reproduced with permission of Goldhirsh Group/Inc. Publishing via 
Copyright Clearance Center. 


tests) on their reliability and validity. A large-scale independent review of validity 
studies conducted by the publishers of many integrity tests suggests they can predict 
both theft and other disruptive behaviors. 72 One of the few predictive studies con¬ 
ducted by someone other than a publisher of honesty tests also suggests that these 
tests predict theft in convenience store settings. 73 Another positive feature of these 
tests is that one does not see large differences attributable to race or sex, so they are 
not likely to have adverse impact on these demographic groups. 74 

As is the case with measures of personality, some people are concerned that peo¬ 
ple confronting an honesty test can fake their way to a passing score. The evidence 
suggests that people instructed to fake their way to a high score (indicating honesty) 
can do so. However, it is not clear that this affects the validity of the predictions made 
using such tests. That is, it seems that despite this built-in bias, scores on the test still 
predict future theft. Thus, the effect of the faking bias is not large enough to detract 
from the test’s validity. 75 

Although it is always a good rule to locally evaluate the reliability and validity of 
any selection method, because of the novelty of these kinds of measures this may be 
even more critical with honesty tests. For example, Nordstrom, the large department 
store chain, uses the Reid Survey to screen for violent tendencies, drug use, and dis¬ 
honesty. Originally, the test was only one of many factors that went into the final hir¬ 
ing decision, so there were some people hired who were not recommended by the 
Reid test. Follow-up studies showed that the turnover rate for those recommended by 
the Reid test was only 22 percent, compared with 44 percent of those who did not 
pass the test but were hired anyway. Since the test costs only $5 to administer, this 
represents a major cost saving in the stores using the test. 76 

As with theft, there is a growing perception of the problems caused by drug use 
among employees. Indeed, 79 percent of Fortune 1,000 chief executives cited sub¬ 
stance abuse as a significant problem in their organizations, and 50 percent of 
medium-size and large organizations test applicants for drug use. 77 Because the physi¬ 
cal properties of drugs are invariant and subject to highly rigorous chemical testing, 
the reliability and validity of drug tests are very high. 

The major controversies surrounding drug tests involve not their reliability and va¬ 
lidity but whether they represent an invasion of privacy, an unreasonable search and 
seizure, or a violation of due process. Urinalysis and blood tests are invasive proce¬ 
dures, and accusing someone of drug use is a serious matter. For these reasons, as il¬ 
lustrated in the “Competing through High-Performance Work Systems” box, em¬ 
ployers are looking for alternatives to drug testing. 






COMPETING 

THROUGH 

HIGH- 

PERFORMANCE 
WORK SYSTEMS 


Impairment Tests: Ready 
or Not, HerejThey Come 


aking workplaces safe for 
oth workers and consumers is 
critical responsibility, and for 
ears this has been the primary 
efense of those that have ad- 
ocated mandatory 
rug-testing programs con- 
ucted by employers. Ever 
ince President Ronald Reagan 
rged the creation of drug-free 
©rkplaces in 1986, the nation 
as witnessed a steady increase 
the percentage of employers 
who relied on urine tests. 
Steady, that is, until 1996. After 
peaking at 81 percent in that 
year, the percentage of employ¬ 
ers relying on drug testing has 
steadily decreased to less than 
0 percent in 2001. 

There are several reasons for 
e decline in drug testing over 
the last few years. For one, 
many employees and groups 
such as the American Civil Lib- 
ies Union feel that the tests 
re invasive and violate a per¬ 
son s right to privacy. Second, 
the labor shortage in some sec¬ 
tors of the economy has - 
prevented many employers 
from making a blanket rejection 
decision with respect to all 
recreational drug users—-espe¬ 
cially if their off-work behavior 
Has no impact in terms of on- 
the-job performance. Third, 


research conducted by the Na¬ 
tional Academy of Sciences has 
debunked several of the funda¬ 
mental assumptions upon which 
such testing is justified—most 
significantly, that testing re¬ 
duces on-the-job accidents arid 
injuries. Indeed, one 
spokesperson for this group has 
noted that drug testing is "a 
pathetic excuse for a safety 
program, because it misses 95 
percent of the problem—most 
people who have accidents on 
the job are not drug users but 
instead [have accidents] caused 
by alcohol or fatigue." 

Finally, and most importantly, 
consensus is growing within the 
scientific, legal, and business 
communities that "impairment 
testing" is a far superior ap¬ 
proach for addressing these 
kinds of problems. Also going 
under the heading of "fitness 
for duty testing," impairment¬ 
testing programs measure 
whether a worker is alert and 
mentally capable of performing 
critical tasks right now—and 
does not get into whether this 
is due to illegal drugs, alcohol, 
prescription drugs, nonprescrip¬ 
tion drugs, or simple fatigue. 

A typical test looks like a 
high-tech video game: the em¬ 
ployee looks into a dark view¬ 


port and tries to follow a ran¬ 
domly moving point of light 
with his or her eyes. The equip¬ 
ment analyzes the person's per¬ 
formance and compares it to a 


measures involuntary physical 
responses, it is impossible to 
cheat on the test—which is 
something one cannot say re¬ 
garding a drug test. 

Although the high cost of 
the technology has limited the 
widespread adoption of this 
technique, the price of impair¬ 
ment tests has been coming 
down each year. Moreover, in 
many high-stakes industries, if £ 
technology can prevent the oc¬ 
currence of only one or two 
errors, it more than pays for it¬ 
self over time. To get a feel for 
how you would do on such a 
test, check one out at 
http://www.pmifit.com. Are you 
fit to be reading this textbook 
right now? 

SOURCE: E. Beck, "Is th#Tirne $£ght for 
Impairment Testing?" WOTkfors#, February 
2001, pp. 69-71; J. Eatfoy, "Better Than 
Caffeine,” USA Today (March 9,2001), p. Cl 
J. Hamilton, "A Vfcfcp <Ssfo*Tt1at Tells If 
Employees Are Fit for BusirfessWeek 

(June 3, 1991), pp. 34-35): 


Employers considering the use of drug tests would be well advised to make sure that 
their drug-testing programs conform to some general rules. First, these tests should be 
administered systematically to all applicants for the same job. Second, testing seems 
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more defensible for jobs that involve safety hazards associated with failure to perform. 
Test results should be reported back to the applicant, who should be allowed an av¬ 
enue of appeal (and perhaps retesting). Tests should be conducted in an environment 
that is as unintrusive as possible, and results from those tests should be held in strict 
confidence. Finally, when testing current employees, the program should be part of a 
wider organizational program that provides rehabilitation counseling. 78 



The chapter opener about the Becton Dickinson fraud case showed how impor¬ 
tant it is for organizations to become very familiar with people prior to hiring 
them. People are not always whom they claim to be, and what might seem like a 
good fit after a short, unstructured interview could turn out disastrously for firms 
that fail to delve more deeply into the backgrounds, traits, and skills of job ap¬ 
plicants. 

Questions 

1. Based on this chapter, what are the best methods of obtaining information 
about job applicants? 

2. What are the best characteristics to look for in applicants, and how does this 
depend on the nature of the job? 

3. If you could use only two of the methods described in this chapter and could 
assess only two of the characteristics discussed, which would you choose, and 
why? 


In this chapter we examined the five critical standards 
with which all personnel selection methods should con¬ 
form: reliability, validity, generalizability, utility, and le¬ 
gality. We also looked at nine different selection methods 
currently used in organizations and evaluated each with 
respect to these five standards. Table 6.6 summarizes these 
selection methods and can be used as a guide in deciding 
which test to use for a specific purpose. Although we dis¬ 
cussed each type of test individually, it is important to 


note in closing that there is no need to use only one type 
of test for any one job. Indeed, managerial assessment cen¬ 
ters use many different forms of tests over a two- or three- 
day period to learn as much as possible about candidates 
for important executive positions. As a result, highly ac¬ 
curate predictions are often made, and the validity associ¬ 
ated with the judicious use of multiple tests is higher than 
for tests used in isolation. 



1. We examined nine different types of selection methods 
in this chapter. Assume that you were just rejected for 
a job based on one of these methods. Obviously, you 
might be disappointed and angry regardless of what 
method was used to make this decision, but can you 
think of two or three methods that might leave you 
most distressed? In general, why might the acceptabil¬ 
ity of the test to applicants be an important standard to 
add to the five we discussed in this chapter? 


2. Videotaping applicants in interviews is becoming an 
increasingly popular means of getting multiple assess¬ 
ments of that individual from different perspectives. 
Can you think of some reasons why videotaping inter¬ 
views might also he useful in evaluating the inter¬ 
viewer? What would you look for in an interviewer if 
you were evaluating one on videotape? 

3. Distinguish between concurrent and predictive valida¬ 
tion designs, discussing why the latter is preferred over 
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the former. Examine each of the nine selection meth¬ 
ods discussed in this chapter and determine which of 
these would have their validity most and least affected 
by the type of validation design employed. 

4. Some have speculated that in addition to increasing 
the validity of decisions, employing rigorous selection 


methods has symbolic value for organizations. What 
message is sent to applicants about the organization 
through hiring practices, and how might this message 
be reinforced by recruitment programs that occur be¬ 
fore selection and training programs that occur after se¬ 
lection? 


Web Exercise 


Saville & Holdsworth (SHL) is an international human 
resource consulting firm that provides assessment solu¬ 
tions for companies. To learn more about SHL, visit their 
home page at www.shlusa.com. This site provides exam¬ 
ples of test questions used by employers in the employee 
selection process. Click on “Practice Test and Feedback.” 
Go to the bottom of the page and click on “Example 
Questions.” Review each of the four categories of sample 


questions by clicking on them (verbal, numerical, dia¬ 
grammatic, personality). 

Questions 

1. How would you validate verbal tests? numerical tests? 
diagrammatic tests? personality tests? 

2. Why might job candidates question the validity of per¬ 
sonality test items such as those you reviewed? 


Managing People: From the Pages of BusinessWeek 


BusinessWeek 


It's Not Easy Making Pixie Dust 


We are in the Utilidor—a series of tunnels below Disney 
World’s Magic Kingdom theme park in Orlando. The tun¬ 
nel complex is generally off-limits to outsiders, but not to 
41 visiting managers whose companies have anted up 
$2,295 a head so they can learn about Walt Disney Co.’s 
approach to people management. 

This underground city is a beehive of activity. Employ¬ 
ees rush through the gray concrete tunnels, scrambling to 
put on costumes and assume their roles upstairs. Golf carts 
speed by with supplies. Makeup artists prepare an array of 
Cinderella and Snow White wigs. 

Before coming to this 3!/2-day seminar, I was skeptical. 
The program sounded like little more than a dream junket: 
three nights at the resort’s most elegant hotel, plus four-day 
passes to Disney’s theme parks. Besides, I thought, what 
could any manager possibly learn at Disney World? By the 
end of the first day’s activities, however, my note pad was 
brimming with ideas and lessons dished out by Disney 
staff. 

My colleagues, most of them human-resource man¬ 
agers, take the program seriously. Most are facing a slew of 
challenges in need of Disney-style magic. A delivery man¬ 
ager at Anheuser-Busch Cos. is trying to make his drivers 
more responsive to retailers. Personnel managers at a fast¬ 
growing bagel chain in Florida worry about maintaining 
standards as they beef up the chain’s ranks. And an em¬ 
ployee trainer at South Africa’s state-owned transporta¬ 
tion conglomerate is looking for ways to streamline the 
company’s hiring process. 


Disney’s reputation for cleanliness, attention to detail, 
and helpful employees is what has drawn them here. 
“Everyone knows how wonderful Disney is, so you figure 
they must be doing something right,” says Kathleen Scap- 
pini, who works for Multi-Media in West Hartford, Conn. 
That “something right” is what Disney refers to as the 
“pixie-dust” formula, with four key ingredients—employee 
selection, training, support, and benefits. Our seminar, 
“Disney’s Approach to People Management,” promises to 
reveal how the company motivates employees. 

Instructors, called facilitators, tell us that we cannot 
count on Tmkerbell. “The solutions are not complicated,” 
assures Jeff Soluri, a Disney instructor. “It’s attention to 
detail and hard-nosed business practices that produce the 
magic.” 

If there is pixie dust, it starts with the hiring process. 
One of the first activities is a field trip to Disney’s “casting 
center,” a Venetian-style castle where job candidates view 
a video before being interviewed. The short film informs 
job seekers about the company’s strict appearance guide¬ 
lines (one ring per hand and no tattoos, please) and the 
rigors of the work. By being blunt and detailed, Disney 
says, it’s able to weed out incompatible candidates at the 
first crack. 

The critical part of the process, though, is employee 
training. New hires, who average less than $10 an hour, 
are treated to a visual company history. They are told that 
they are not just employees but pivotal “cast members” in 
a “show.” From street sweepers to monorail pilots, each 
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cast member must go out of his way to make the resort 
seem unreal. No matter how tired workers are or how 
deeply guests may try their patience, they must never lose 
composure. To do so, the company tells its cast, is to risk 
alienating a guest, spoiling the illusion, and damaging Dis¬ 
ney’s standing in entertainment and American culture. 

Between excursions, participants share what they have 
learned—and what they might use. Disney staffers with 
wireless microphones dart Oprah-like through a confer¬ 
ence room seeking comments. They get plenty. John Lea- 
los, the Anheuser-Busch manager, says he wants to incor¬ 
porate more of an appreciative, team feel into his unit’s 
corporate culture. “If we can get that kind of atmosphere 
at our company, the productivity will go up,” he says. 
Hugo Strydom, the training manager at South Africa’s 
Transit Ltd., intends to use a Disney-style orientation to 
weed out weak candidates in a major hiring blitz. 


Questions 

1. This case reveals a great deal about what Disney looks 
for in a job applicant as well as what it does (realistic 
job previews) to get unsuitable job candidates to re¬ 
move themselves from the process. If you were called in 
as a consultant to help Disney with its personnel selec¬ 
tion and placement process, what sorts of tests, meas¬ 
ures, and methods that were covered in this chapter 
would you use to further screen job applicants? 

2. If you wanted to prove to Disney that the tests, meas¬ 
ures, and methods you introduced were actually help¬ 
ing it gain competitive advantage, what type of evi¬ 
dence would you collect, and how would you present 
this evidence? 

SOURCE: Reprinted from September 19, 1997 issue of BusinessWeek by 
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Tires Plus provides intensive 
training and educational 
programs for their employees. 
In doing so, employees are 
motivated to stay with the 
company and work toward 
advancement. What other 
strategic goals might these 
training programs achieve for 
the company? 



Training 

the 

H- 

r 

the Road at 
Tires Plus 

The mission at Tires 
Plus'sheadquarters 
and its 150 stores lo¬ 
cated in the midwest- 
ern United States is to 
encourage employees 
to be the same at work 
as they are in other 
areas of their lives. 
Once a struggling 
company, Tires Plus's 
annual growth rate has 
exceeded 20 percent 
over the past five 
years. It is now a $200 
million company, the 
sixth largest independ¬ 
ent tire retailer, and it 
hopes to expand na¬ 



tionally and double in 
size in the next 10 
years. Cofounder Tom 
Gegax insists that 
growth will not come 
at the expense of em¬ 
ployees or customers. 
One of the company's 
most important goals 
is to ensure that the 
business strategy pro¬ 
motes employee 
growth, loyalty, and 
fairness as economic 
and social concepts. 
Tires Plus makes great 
effort to differentiate 
itself from old- 
fashioned tire shops. 
Many customers enter 
the store expecting the 
same service and dirty 
service areas they have 
experienced at some 
other tire shops-but 
they are pleasantly sur¬ 
prised. Salespeople 
wear white shirts and 
ties, and they immedi¬ 


ately greet customers. 
Showrooms are clean 
and organized; each 
store has a customer 
lounge with television 
sets, tables, and play 
areas for children. Fast, 
friendly service is the 
norm. Customers are 
encouraged to walk 
into the shop to watch 
the mechanics at work. 
Its business expansion 
goals will require Tires 
Plusto expand recruit¬ 
ing efforts and develop 
its workforce while fac¬ 
ing a tight labor mar- 
ketoTires Plus is invest¬ 
ing in training to help 
reach its goals. As one 
of the company's train¬ 
ers notes, "The more 
information and educa¬ 
tion we can give peo- 
pie, the better 
equipped they’ll be to 
advance within the 
company. And if 


they're moving up, 
hopefully they'll see 
opportunities to ex¬ 
pand with us." 

The company's in¬ 
tensive training and in¬ 
ternal promotion 
programs motivate em¬ 
ployees hoping to ad¬ 
vance in their careers. 
It's all part of Tires 
Plus'seffort to reduce 
turnover and improve 
customer relations. Ap¬ 
proximately 1,700 Tires 
Plus employees spend 
about 60,000 hours an¬ 
nually in formal training 
programs offered by 
Tires Plus University, at 
a cost of $3 million. 

The company's training 
facility includes a 250- 
seat auditorium, repli¬ 
cas of store showrooms 
-and service shops, a 
computer lab, media 
center, and four full¬ 
time trainers. New 







250 Part 2 Acquisition and Preparation of Human Resources 


hires receive a week of 
product, sales, or me¬ 
chanical training de¬ 
pending on their 
positions. Employees 
spend hours in class¬ 
rooms and in simulated 
tire shops, learning 
how to create a service 
environment that en¬ 
courages customers to 
return and recommend 
the company to their 
friends. Tires Plus ca¬ 
reer tracks help em¬ 
ployees develop into 
mechanics and store 
managers—an effort 


that has helped recruit 
new employees, retain 
current employees, 
and fill leadership posi¬ 
tions in the company. 
The company also de¬ 
votes time and money 
to giving employees 
opportunities to ad¬ 
vance, which helps re¬ 
tention and 
recruitment. For exam¬ 
ple, a tire technician 
who wants to become 
a mechanic can take an 
11-week course at 
Tires Plus University, 
learning all the basics 


of the mechanic's job. 
After formal training he 
or she works with an 
on-the-job mentor until 
ready to work alone as 
a mechanic. The 
course is free, and the 
prospective mechanic 
gets paid a full salary 
while participating in 
training. Employees 
with potential to be 
managers are given 
80 hours' leadership 
training. 

The company's large 
time and financial in¬ 
vestment in training 


has helped the com¬ 
pany meet its strategic 
goals. Store surveys 
show a 96 percent cus¬ 
tomer satisfaction rate. 
Tires Plus's annual 
turnover rate is 8 per¬ 
cent—a high rate but 
about 20 percent lower 
than competitors in the 
automotive service in¬ 
dustry and half that of 
retailers. 

SOURCE: K. Dobbs, "Tires Plus 
Takes the Training High Road," 
Training, April 2000, pp. 57-63. 


Introduction 

The opening vignette about Tires Plus illustrates how companies use training to sup¬ 
port their business strategies and gain competitive advantage. Besides helping em¬ 
ployees learn job skills, training helps the company retain and motivate employees. 
From the company's perspective, training is strategic for business goals related to 
human resources as well as productivity, customer service, and innovation. Employ¬ 
ees are aware that training is essential to their future marketability; as a result, they 
choose companies to work for based on opportunities for learning. Companies that do 
not provide training will not be able to attract and retain high-quality employees. 
Company leaders like Tom Gegax realize that the growing amount of information 
about customers, products, and technologies makes training important. Also, training 
investments can give companies a competitive edge with savvy customers who take 
their business to companies that provide quality and service. Michael Dell, CEO of 
Dell Computer, has directed that the role of training in the company be expanded. 1 
The role of Dell Learning is to align training and learning with key business initia¬ 
tives, make learning available to everyone who needs it, ensure that employees un¬ 
derstand the skills required for success, and provide consistency in training content 
and delivery. Dell understands that training is important to keep the company ahead 
of competitors that could take away his business. He emphasizes that the success of 
Dell depends on how fast it can learn new technologies and apply them to serving 
customers. Why do Dell, Tires Plus, and many other companies believe that an in¬ 
vestment in training can help them gain a competitive advantage? Training can 

• Increase employees’ knowledge of foreign competitors and cultures, which is criti¬ 
cal for success in foreign markets. 

• Help ensure that employees have the basic skills to work with new technology, 
such as robots and computer-assisted manufacturing processes. 
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• Help employees understand how to work effectively in teams to contribute to 
product and service quality. 

• Ensure that the company’s culture emphasizes innovation, creativity, and learning. 

• Ensure employment security by providing new ways for employees to contribute to 
the company when their jobs change, their interests change, or their skills become 
obsolete. 

• Prepare employees to accept and work more effectively with each other, particu¬ 
larly with minorities and women. 2 

In this chapter we emphasize the conditions through which training practices can 
help companies gain competitive advantage and how managers can contribute to a 
high-leverage training effort and create a learning organization. The chapter begins by 
discussing a systematic and effective approach to training design. Next we review 
training methods and training evaluation. The chapter concludes with a discussion of 
issues such as cross-cultural preparation, managing diversity, and socializing employees. 


High-Leverage Training Strategy: 

A Systematic Approach 

In general, training refers to a planned effort by a company to facilitate employees’ 
learning of job-related competencies. These competencies include knowledge, skills, 
or behaviors that are critical for successful job performance. The goal of training is for 
employees to master the knowledge, skill, and behaviors emphasized in training pro¬ 
grams and to apply them to their day-to-day activities. Recently it has been ac¬ 
knowledged that to offer a competitive advantage, training has to involve more than 
just basic skill development. 3 Training is moving from a primary focus on teaching 
employees specific skills to a broader focus of creating and sharing knowledge. 4 That 
is, to use training to gain a competitive advantage, a firm should view training broadly 
as a way to create intellectual capital. Intellectual capital includes basic skills (skills 
needed to perform one’s job), advanced skills (such as how to use technology to share 
information with other employees), an understanding of the customer or manufac¬ 
turing system, and self-motivated creativity. 

Traditionally most of the emphasis on training has been at the basic and advanced 
skill levels. But some estimate that soon up to 85 percent of the jobs in the United 
States and Europe will require extensive use of knowledge. This requires employees 
to share knowledge and creatively use it to modify a product or serve the customer, as 
well as to understand the service or product development system. 

Many companies have adopted this broader perspective, which is known as high- 
leverage training. High-leverage training is linked to strategic business goals and ob¬ 
jectives, uses an instructional design process to ensure that training is effective, and 
compares or benchmarks the company’s training programs against training programs 
in other companies. 5 

High-leverage training practices also help to create working conditions that en¬ 
courage continuous learning. Continuous learning requires employees to understand 
the entire work system including the relationships among their jobs, their work units, 
and the company. (Continuous learning is similar to the idea of system understand¬ 
ing mentioned earlier.) 6 Employees are expected to acquire new skills and knowledge, 
apply them on the job, and share this information with other employees. Managers 
identify training needs and help to ensure that employees use training in their work. 


Training 

A planned effort to 
facilitate the 
learning of job- 
related knowledge, 
skills, and behavior 
by employees. 

High-leverage 

training 

Training practice 
that links training to 
strategic business 
goals, has top 
management 
support, relies on an 
instructional design 
model, and is 
benchmarked to 
programs in other 
organizations. 

Continuous 

learning 

A learning system 
that requires 
employees to 
understand the 
entire work process 
and expects them to 
acquire new skills, 
apply them on the 
job, and share what 
they have learned 
with other 
employees. 
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TABLE 7.1 


Key Features of a Learning Organization 



Systems are developed for creating, capturing, and sharing^knowledge. 


Knowledge generation 
and sharing 
Critical Systematic thlflkirigT "T&ftjpJbyees ife 

Learning culture 


Learning is rewarded, promoted, and supported by manager and company 


objectives 


Encouragement of 

'im‘ A. 


flexibility and 


Valuing of employees System and environment focus on ensuring the development and well-being 


of every employee. 


FEATURE DESCRIPTION 


SOURCE: Adapted from M.A. Gephart, V.J. Marsick, M.E. Van Buren, and M.S. Spiro, "Learning Organizations Come Alive," 
Training and Development 50 (1996), pp. 34-45. Reprinted with permission. 


Learning 

organization 

An organization 
whose employees 
are continuously 
attempting to learn 
new things and 
apply what they 
have learned to 
improve product or 
service quality. 

System-level 

learning 

A company's ability 
to preserve what is 
learned over time. 


To facilitate the sharing of knowledge, managers may use informational maps that 
show where knowledge lies within the company (for example, directories that list 
what a person does as well as the specialized knowledge she possesses) and use tech¬ 
nology such as groupware or the Internet that allows employees in various business 
units to work simultaneously on problems and share information. 7 

High-leverage training practices are one characteristic of companies considered to 
be learning organizations. A learning organization is one whose employees are con¬ 
tinuously attempting to learn new things and apply what they have learned to im¬ 
prove product or service quality. Improvements do not stop when formal training is 
completed. 8 A learning organization is also a company that has an enhanced capac¬ 
ity to learn, adapt, and change. Training processes are carefully scrutinized and 
aligned with company goals. 9 In a learning organization, training is seen as one part 
of a system designed to create intellectual capital. 

The essential features of a learning organization appear in Table 7.1. Note that the 
learning organization emphasizes that learning occurs not only at the individual em¬ 
ployee level (as we traditionally think of learning), but also at the group and organi¬ 
zational levels. The learning organization emphasizes system-level learning. System- 
level learning refers to the company’s ability to preserve what is learned over time. 
That is, despite the fact that employees (and even divisions) of the company may no 
longer exist, their knowledge is still available. Two features of Table 7.1’s learning or¬ 
ganization relate directly to system-level learning. Continuous learning and knowl¬ 
edge generation encourage employees to share information with each other. How 
might this occur? There are several ways to create and share knowledge: 

1. Use technology and software such as LOTUS Discovery System 1.0 and e-mail, 
or create a company intranet that allows people to store information and share it 
with others. 

2. Publish directories that list what employees do, how they can be contacted, and 
the type of knowledge they have. 10 
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3. Develop informational maps that identify where specific knowledge is stored in 
the company. 

4. Create a chief information officer position for cataloging and facilitating the ex¬ 
change of information in the company. 

5. Require employees to give presentations to other employees about what they 
have learned from training programs they have attended. 

6. Allow employees to take time off from work (e.g., sabbaticals) to acquire knowl¬ 
edge or study problems. 

7. Create an online library of learning resources such as journals, technical manu¬ 
als, training opportunities, and seminars. 


Finding and Keeping the Best Employees 

Viant, a consulting company specializing in building e-businesses, is designed to be a 
learning organization that successfully manages knowledge. 11 Viant consultants work 
and create in a community of shared learning, mutual respect, and energetic collabo¬ 
ration. where inspiration happens and innovation results. This type of environment 
attracts talented consultants and increases the loyalty and commitment of current 
employees. New employees begin their careers at the home office in Boston learning 
about the company. They learn team skills and Viant's consulting strategy and tools, 
are exposed to the company culture, and meet the company's upper management 
team. Viant has an open-office arrangement that encourages interaction between 
work teams by setting up snack areas that intersect where teams are working. The 
company's nonhierarchical structure promotes the free flow of ideas and values ex¬ 
pertise over titles. Viant's leadership team includes rotating "fellows" nominated by 
peers. Performance reviews emphasize growth in employees' skill level, while knowl¬ 
edge sharing is rewarded with stock options. Viant rewards employees for how they 
contribute to the company and the culture, including how they share knowledge, 
master new skills, take ownership, and mentor and teach. At Viant, before every proj¬ 
ect, consultants complete a brief document that describes the knowledge they need, 
what knowledge from other projects can be used, what they will need to create, and 
what lessons they hope to learn that they can share with other consultants. The doc¬ 
uments end up in Viant's internal website. Every six weeks the company's internal 
knowledge management group prepares and posts online a summary of what has been 
learned. To further stimulate knowledge, Viant management has created the role of 
"project catalyst” for its consultants. Project catalysts are assigned to multiple proj¬ 
ects; their job is to challenge and question the teams to push them to think of inno¬ 
vative solutions and insightful approaches and ideas for business problems. 

How does knowledge management translate into Viant's business practices? Viant's 
team helped BlueT ape build and launch a digital entertainment business. BlueTape's 
first offering is sputnik7, an online interactive music video channel for Web- and 
music-savvy trendspotters. The technologists on the sputnik7.com team pushed cur¬ 
rent technology to its limits, delivering inline, synchronized streaming media through 
a Web browser. They weren't stopped by not knowing if something could be done- 
they questioned processes and technology and experimented. 


Designing Effective Training Systems 

A key characteristic of training systems that contribute to competitiveness is that they 
are designed according to the instructional design process. 12 Instructional design 
process refers to a systematic approach for developing training programs. Table 7.2 


Instructional design 
process 

A systematic 
approach for 
developing training 
programs. 
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TABLE 7.2 
Components of 
Instructional Design 


1. Assessing needs 

• Organizational analysis 

• Person analysis 

• Task analysis 

2. Ensuring employees' readiness for training 

• Attitudes and motivation 

• Basic skills 

3. Creating a learning environment 

• Identification of learning objectives and training outcomes 

• Meaningful material 

• Practice 

• Feedback 

• Observation of others 

• Administering and coordinating program 

4. Ensuring transfer of training 

• Self-management strategies 

• Peer and manager support 

5. Selecting training methods 

• Presentational methods 

• Hands-on methods 

• Group methods 

6. Evaluating training programs 

• Identification of training outcomes and evaluation design 

• Cost-benefit analysis 





Needs assessment 

The process used to 
determine if training 
is necessary. 


presents the six steps of this process, which emphasizes that effective training practices 
involve more than just choosing the most popular or colorful training method. 

Step 1 is to assess needs to determine if training is needed. Step 2 involves ensur¬ 
ing that employees have the motivation and basic skills to master training content. 
Step 3 addresses whether the training session (or the learning environment) has the 
factors necessary for learning to occur. Step 4 is to ensure that trainees apply the con¬ 
tent of training to their jobs. This requires support from managers and peers for the 
use of training content on the job as well as getting the employee to understand how 
to take personal responsibility for skill improvement. Step 5 involves choosing a 
training method. As we shall see in this chapter, a variety of training methods are 
available ranging from traditional on-the-job training to newer technologies such as 
the Internet. The key is to choose a training method that will provide the appropri¬ 
ate learning environment to achieve the training objectives. Step 6 is evaluation- 
that is. determining whether training achieved the desired learning outcomes and/or 
financial objectives. 

The first step in the instructional design process, needs assessment, refers to the 
process used to determine if training is necessary. Figure 7.1 shows the causes and out¬ 
comes resulting from needs assessment. As we see, many different "pressure points" 
suggest that training is necessary. These pressure points include performance prob¬ 
lems, new technology, internal or external customer requests for training, job re¬ 
design, new legislation, changes in customer preferences, new products, or employees' 
lack of basic skills. Note that these pressure points do not guarantee that training is 
the correct solution. Consider, for example, a delivery truck driver whose job is to de- 


FIGURE 7.1 

The Needs Assessment Process 
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Reasons or “pressure points" What is the context? 


• Legislation 

• Lack of basic skills 

• Poor performance 

• New technology 

• Customer requests 

• New products 

• Higher performance 
standards 

• New jobs 

• Support for business 
strategy 



In what 
do they 
need 
training? 


Outcomes 

• What trainees need 
to learn 

• Who receives training 

• Type of training 

• Frequency of training 

• Buy-versus-build 
training decision 

• Training versus other 
HR options such as 
selection or job 
redesign 


liver anesthetic gases to medical facilities. The driver mistakenly hooks up the supply 
line of a mild anesthetic to the supply line of a hospital's oxygen system, contami¬ 
nating the hospital's oxygen supply. Why did the driver make this mistake, which is 
clearly a performance problem? The driver may have done this because of a lack of 
knowledge about the appropriate line hookup for the anesthetic, anger over a re¬ 
quested salary increase that his manager recently denied, or mislabeled valves for con¬ 
necting the gas supply. Only the lack of knowledge can be addressed by training. The 
other pressure points require addressing issues related to the consequence of good per¬ 
formance (pay system) or the design of the work environment. 

Needs assessment typically involves organizational analysis, person analysis, and 
task analysis. 13 Organizational analysis considers the context in which training will 
occur. That is, organizational analysis involves determining the business appropri¬ 
ateness of training, given the company's business strategy, its resources available for 
training, and support by managers and peers for training activities. 

Person analysis helps identify who needs training. Person analysis involves (1) de¬ 
termining whether performance deficiencies result from a lack of knowledge, skill, or 
ability (a training issue) or from a motivational or work-design problem, (2) identify¬ 
ing who needs training, and (3) determining employees’ readiness for training. Task 
analysis includes identifying the important tasks and knowledge, skill, and behaviors 
that need to be emphasized in training for employees to complete their tasks. 

In practice, organizational analysis, person analysis, and task analysis are usually 
not conducted in any specific order. However, because organizational analysis is con¬ 
cerned with identifying whether training fits with the company's strategic objectives 
and whether the company wants to devote time and money to training, it is usually 
conducted first. Person analysis and task analysis are often conducted at the same time 
because it is often difficult to determine whether performance deficiencies are a train¬ 
ing problem without understanding the tasks and the work environment. 

What outcomes result from a needs assessment? As shown in Figure 7.1, needs as¬ 
sessment shows who needs training and what trainees need to learn, including the 
tasks in which they need to be trained plus knowledge, skill, behavior, or other job 
requirements. Needs assessment helps determine whether the company will purchase 
training from a vendor or consultant or develop training using internal resources. 


Organizational 

analysis 

A process for 
determining the 
business 

appropriateness of 
training. 

Person analysis 

A process for 
determining 
whether employees 
need training, who 
needs training, and 
whether employees 
are ready for 
training. 

Task analysis 

The process of 
identifying the tasks, 
knowledge, skills, 
and behaviors that 
need to be 
emphasized in 
training. 
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Organizational Analysis 

Managers need to consider three factors before choosing training as the solution to 
any pressure point: the company's strategic direction, the training resources available, 
and support of managers and peers for training activities. 


Support of Managers and Peers 

Various studies have found that peer and manager support for training is critical. The 
key factors to success are a positive attitude among peers and managers about partic¬ 
ipation in training activities; managers' and peers' willingness to tell trainees how 
they can more effectively use knowledge, skills, or behaviors learned in training on 
the job; and the availability of opportunities for the trainees to use training content 
in their jobs. 14 If peers' and managers' attitudes and behaviors are not supportive, em¬ 
ployees are not likely to apply training content to their jobs. 


Concentration 

strategy 

A strategy focusing 
on increasing market 
share, reducing 
costs, or creating 
and maintaining a 
market niche for 
products and 
services. 

Internal growth 
strategy 

A focus on new 
market and product 
development, 
innovation, and joint 
ventures. 

External growth 
strategy 

An emphasis on 
acquiring vendors 
and suppliers or 
buying businesses 
that allows a 
company to expand 
into new markets. 

Disinvestment 

strategy 

An emphasis on 
liquidation and 
divestiture of 
businesses. 


Company Strategy 

In Chapter 2 we discussed the importance of business strategy for a company to gain 
a competitive advantage. The plan or goal that the company chooses to achieve 
strategic objectives has a major impact on whether resources (money, trainers' time, 
program development) should be devoted to addressing a training pressure point. 

Table 7.3 describes four business strategies-concentration, internal growth, ex¬ 
ternal growth, and disinvestment-and highlights the implications of each for train¬ 
ing practices. IS Each strategy differs based on the goal of the business. A concentra¬ 
tion strategy focuses on increasing market share, reducing costs, or creating and 
maintaining a market niche for products and services. Southwest Airlines has a con¬ 
centration strategy. It focuses on providing short-haul, low-fare, high-frequency air 
transportation. It utilizes one type of aircraft (the Boeing 737), has no reserved seat¬ 
ing, and serves no meals. This has enabled Southwest to keep costs low and revenues 
high. An internal growth strategy focuses on new market and product development, 
innovation, and joint ventures. For example, the merger between two publishing 
companies, McGraw-Hill and Richard D. Irwin, created one company with strengths 
in the U.S. and international college textbook markets. An external growth strategy 
emphasizes acquiring vendors and suppliers or buying businesses that allow the com¬ 
pany to expand into new markets. For example. General Electric, a manufacturer of 
lighting products and jet engines, acquired the National Broadcast Corporation 
(NBC), <1 television and communications company. A disinvestment strategy em¬ 
phasizes liquidation and divestiture of businesses. For example. General Mills sold its 
restaurant businesses, including Red Fobster. 

Preliminary research suggests a link between business strategy and amount and 
type of training. 16 As shown in Table 7.3, training issues vary greatly from one strat¬ 
egy to another. For example, divesting companies need to train employees in job- 
search skills and focus on cross-training remaining employees who may find them¬ 
selves in jobs with expanding responsibilities. Companies focusing on a market niche 
(a concentration strategy) need to emphasize skill currency and development of their 
existing workforce. For example, Transocean Offshore hlc., a contractor that drills 
offshore oil wells for oil companies such as BP Amoco, was formed from the merger 
of Norwegian and U.S drilling companies.t 7 Transocean has decided to focus exclu¬ 
sively on deep-water drilling. Contracts for these jobs last four or five years, longer 
than contracts for other types of well drilling (such as shallow-water wells). New 



TABLE 7.3 

Implications of Business Strategy for Training 
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■Cross-training 
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growth 


• Creating new 
jobs and tasks 

• Innovation 
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Efficiency 


Disinvestment • Retrenchment • 

• Turnaround • 

• Divestiture • 

• Liquidation • 


Reduce costs 
Reduce assets 
Generate revenue 
Redefine goals 
Sell off all assets 


TRAINING 

STRATEGY EMPHASIS HOW ACHIEVED KEY ISSUES IMPLICATIONS 


Market 

development 

Product 

development 

Innovation 

Joint 

ventures J 


Market existing 
products/add 
distribution 
channels 
Global market 
expansion 
Modify existing 
products 
Create new or 
different products 
Expand through 
joint ownership 


SUSs 

Support or promote 
high-quality 
communication of 
product value 
Cultural training 
Develop organizational 
culture that values 
creative thinking and 
analysis 

Technical competence 
in jobs 

Manager training in 
feedback and 
communication 
Conflict negotiation 
skills 

Determine capabilities 
of employees in ■ 
acquired firms . 

:e training j* 


• Motivation, goal setting, 
time management, 
stress management, 
cross-training 

• Leadership training 

• Interpersonal 

\ communications 

• Outplacement 
assistance 

• Job-search skills training 
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technology and new ships are needed for the deep-water drilling. The Discoverer En¬ 
terprise is one of the biggest and most technologically sophisticated offshore drilling 
ships. The ship has numerous workstations, computer systems, and automated drilling 
systems. As a result, the company has to provide training for specialized job skills as 
well as training for general rig safety. Traditionally, training is not part of the oil¬ 
drilling business due to the boom-bust business cycle, where every business decision 
depends on the price of crude oil. Most companies provide basic safety training but 
are reluctant to invest in training for employees who may be laid off when the price 
of oil drops. Because of the merger and new business focus. Transocean is one of the 
first drilling contractors to recognize the importance of training. The company de¬ 
veloped job descriptions for each oil rig position (such as roughneck and derrickmanjj 
these job descriptions were used to build on-the-job training programs. The company 
is even using computer-based training modules to supplement training via videos and 

workbooks. 

It is important to identify the prevailing business strategy to ensure that the com¬ 
pany allocates enough of its budget to training, that employees receive training on 

Is 

relevant topics, and that employees get the right amount of training. 

A good example of how training can contribute to business strategy is evident in 
the changes made by SunU, the training and development organization of Sun Mi¬ 
crosystems, a manufacturer of computer workstations and workstation software. 
SunU realigned its training philosophy and the types of training conducted to be 
more linked to the strategy of Sun Microsystems. Sun Microsystems was in a con¬ 
stantly evolving business due to new technologies, products, and product markets (an 
internal growth strategy). SunU found that its customers wanted training services 
that could be developed quickly, could train many people, and would not involve 
classroom training. Because of the internal growth strategy. Sun Microsystems was 
also interested in maintaining and improving the knowledge and competence of its 

current workforce. 

To better align the training function with the needs generated by the business 
strategy, SunU took several steps. First, SunU developed a new approach to deter¬ 
mining the knowledge and skills that the employees needed to meet business goals. 
SunU identified several basic competencies (such as customer relations). A team of 
trainers at SunU constantly reviews these competencies and discusses them with key 
senior managers. For example, in the customer service competency, vice presidents 
and directors of sales and marketing are interviewed to identify training needs. As a 
result of this process SunU learned more about the business needs and was able to de¬ 
velop relevant training. To deliver training quickly to many trainees without relying 
on the classroom, SunU developed videoconferencing programs that allow simulta¬ 
neous training at several sites without requiring trainees to travel. To help maintain 
and improve the knowledge and abilities of its employees, SunU developed a desktop 
library that enables all employees to access CD-ROMs containing up-to-date infor¬ 
mation on technologies and products as well as profiles of customers and competitors. 


Training Resources 

It is necessary to identify whether the company has the budget, time, and expertise 
for training. For example, if the company is installing computer-based manufacturing 
equipment in one of its plants, it has three possible strategies to have computer- 
literate employees. First, the company can use internal consultants to train all af¬ 
fected employees. Second, the company may decide that it is more cost-effective to 
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identify computer-literate employees by using tests and work samples. Employees who 
fail the test or perform below standards on the work sample can be reassigned to other 
jobs. Choosing this strategy suggests that the company has decided to devote re¬ 
sources to selection and placement rather than training. Third, if it lacks time or ex¬ 
pertise, the company may decide to purchase training from a consultant. 

Many companies identify vendors and consultants who can provide training serv¬ 
ices by using requests for proposals. 20 A request for proposal (RFP) is a document 
that outlines for potential vendors and consultants the type of service the company is 
seeking, the type and number of references needed, the number of employees who 
need to be trained, funding for the project, the follow-up process used to determine 
level of satisfaction and service, the expected completion date of the project, and the 
date when proposals must be received by the company. The request for proposal may 
be mailed to potential consultants and vendors or posted on the company's website. 
The request for proposal is valuable because it provides a standard set of criteria 
against which all consultants will be evaluated. The RFP also helps eliminate the 
need to evaluate outside vendors who cannot provide the needed services. 

Usually the RFP helps identify several vendors who meet the criteria. The next 
step is to choose the preferred provider. Table 7.4 provides examples of questions to 
ask vendors. 

When using a consultant or other outside vendor to provide training services, it is 
also important to consider the extent to which the training program will be cus¬ 
tomized to the company's needs or whether the consultant provides training services 
based on a generic framework that it applies to many different organizations. For ex¬ 
ample, Towers Perrin, a well-known, successful New York consulting firm, told sev¬ 
eral clients that it would study their companies in detail and customize a diversity 
training program to fit their needs. However, six companies (including Nissan USA, 
Thompson Consumer Electronics, and Harris Bank) were given the same 18 recom¬ 
mendations (such as separate the concept of affirmative action from that of manag¬ 
ing diversity) !21 

How long should you expect it to take a vendor or consultant to develop a train¬ 
ing program? The answer is, it depends. 22 Some consultants estimate that develop¬ 
ment time ranges from 10 to 20 hours for each hour of instruction. Highly technical 
content requiring more frequent meeting with subject matter experts can add 50 per¬ 
cent more time. For training programs using new technology (such as a CD-ROM) 
development time can range from 300 to 1,000 hours per hour of program time, 
depending on how much animation, graphics, video, and audio are included, how 
much new content needs to be developed, the number of practice exercises and type 


How much and what type of experience does your company have in designing and 
delivering training? 

What atse the qualifications and experiences of your staff? 

Can you provide demonstrations or examples of training programs you have 
developed? 

What evidence do you have that your programs work? 


Request for 
proposal (RFP) 

A document that 
outlines for potential 
vendors and 
consultants the type 
of service the 
company is seeking, 
references needed, 
number of 
employees who 
should be trained, 
project funding, the 
follow-up process, 
expected 
completion date, 
and the date when 
proposals must be 
received by the 
company. 


TABLE 7.4 

Questions to Ask 
Vendors and 
Consultants 


SOURCE: From R. Zemke and J. Armstrong, "Evaluating Multimedia Developers." Reprinted with 
permission from the November 1996 issue of Training Magazine. Copyright © 1996 Bill 
Communications, Minneapolis, MN. All rights reserved. Not for resale. 
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Person 

characteristics 

An employee's 
knowledge, skills, 
abilities, and 
attitudes. 

Input 

Instructions that tell 
the employee what, 
how, and when to 
perform; also the 
support they are 
given to help them 
to perform. 

Output 

A job's performance 

standards. 

Consequences 

The incentives that 
employees receive 
for performing well. 

Feedback 

Information that 
employees receive 
while they are 
performing 
concerning how well 
they are meeting 
objectives. 


of feedback to be provided to trainees, and the number of “branches” to different in¬ 
structional sequences. 


Person Analysis 

Person analysis helps the manager identify whether training is appropriate and which 
employees need training. In certain situations, such as the introduction of a new tech¬ 
nology or service, all employees may need training. However, when managers, cus¬ 
tomers, or employees identify a problem (usually as a result of a performance defi¬ 
ciency), it is often unclear whether training is the solution. 

A major pressure point for training is poor or substandard performance—that is, a 
gap between employees’ current performance and their expected performance. Poor 
performance is indicated by customer complaints, low performance ratings, or on-the- 
job accidents or unsafe behavior. Another potential indicator of the need for training 
is if the job changes so current performance levels need improvement or employees 
must complete new tasks. 

Figure 7.2 shows the factors that influence employees’ performance and learning. 
These factors include person characteristics, input, output, consequences, and feed¬ 
back. 23 Person characteristics refer to the employees’ knowledge, skill, ability, and at¬ 
titudes. Input relates to the instructions that tell employees what, how, and when to 
perform. Input also refers to the support given to employees to help them perform. This 
support includes resources such as equipment, time, or budget. Support also includes 
feedback and reinforcement from managers and peers. Output refers to the job’s per¬ 
formance standards. Consequences are the incentives employees receive for perform¬ 
ing well. Feedback is the information employees receive while they are performing. 

From a manager’s perspective, to determine if training is needed, for any perform¬ 
ance problem you need to analyze characteristics of the performer, input, output, con- 


FIGURE 7.2 
Factors That 
Influence Employee 
Performance and 
Learning 


Person characteristics 

• Ability and skill 

• Attitudes and motivation 


Input 

• Understand need to perform 

• Necessary resources (equipment, etc.) 

• Interference from other job demands 

• Opportunity to perform 

Output 

• Standard to judge successful performers 


Performance 
and learning 


Consequences 

• Positive consequences/incentives to perform 

• Few negative consequences to perform 


Feedback 

• Frequent and specific feedback about how 
the job is performed x 


SOURCE: G. Rummler, "In Search of the Holy Performance Grail," Training 
and Development, April 1996, pp. 26-31. Reprinted with permission. All 
rights reserved. 
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sequences, and feedback. How might this be done? Based on the model in Figure 7.2, 
you should ask several questions to determine if training is the likely solution to a per¬ 
formance problem. 24 Assess whether 

1. The performance problem is important and has the potential to cost the company 
a significant amount of money from lost productivity or customers. 

2. Employees do not know how to perform effectively. Perhaps they received little 
or no previous training or the training was ineffective. (This problem is a char¬ 
acteristic of the person.) 

3. Employees cannot demonstrate the correct knowledge or behavior. Perhaps they 
were trained but they infrequently or never used the training content (knowl¬ 
edge, skills, ete.) on the job. (This is an input problem.) 

4. Performance expectations are clear (input) and there are no obstacles to per¬ 
formance such as faulty tools or equipment. 

5. There are positive consequences for good performance, whereas poor perform¬ 
ance is not rewarded. For example, if employees are dissatisfied with their com¬ 
pensation. their peers or a union may encourage them to slow down their pace of 
work. (This involves consequences.) 

6 . Employees receive timely, relevant, accurate, constructive, and specific feedback 
about their performance (a feedback issue). 

7. Other solutions such as job redesign or transferring employees to other jobs are 
too expensive or unrealistic. 

If employees lack the knowledge and skill to perform and the other factors are sat¬ 
isfactory, training is needed. If employees have the knowledge and skill to perform, 
but input, output, consequences, or feedback are inadequate, training may not be the 
best solution. For example, if poor performance results from faulty equipment, train¬ 
ing cannot solve this problem, but repairing the equipment will! If poor performance 
results from lack of feedback, then employees may not need training, but their man¬ 
agers may need training on how to give performance feedback. 


Task Analysis 

A task analysis, defined on page 255, identifies the conditions in which tasks are per¬ 
formed. The conditions include identifying equipment and the environment the em¬ 
ployee works in, time constraints (deadlines), safety considerations, or performance 
standards. Task analysis results in a description of work activities, including tasks per¬ 
formed by the employee and the knowledge, skills, and abilities required to success¬ 
fully complete the tasks. A job is a specific position requiring the completion of spe¬ 
cific tasks. A task is a statement of an employee's work activity in a specific job. There 
are four steps in task analysis: 

1. Select the job(s) to be analyzed. 

2. Develop a preliminary list of tasks performed on the job by interviewing and ob¬ 
serving expert employees and their managers and talking with others who have 
performed a task analysis. 

3. Validate or confirm the preliminary list of tasks. This involves having a group of 
subject matter experts (job incumbents, managers, and so on) answer in a meet¬ 
ing or on a written survey several questions regarding the tasks. The types of ques¬ 
tions that may be asked include the following: How frequently is the task per¬ 
formed? How much time is spent performing each task? How important or critical 
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TABLE 7.5 

Sample Task Statement Questionnaire 


Name 


Date 



Please rate each of the task statements according to three factors: the importance of the task for effective 
performance, how frequently the task is performed, and the degree of difficulty required to become 
effective in the task. Use the following scales in making your ratings. 


i ■'■. . i : . '' .,q: ; i' i, 

5 


e ■ 0 6 ' ■ 
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once or twice a year. 


difficulty 

4 » Effective performance of the task requires extensive prior experience 


and/or training (12-18 months or 


longer). 

3 = Effective performance of the task requires minimal prior experience and training (6-12 months). 

2 = Effective performance of the task requires a brief period of prior training and experience (1-6 months). 

1 = Effective performance of the task does not require specific prior training and/or experience. 

0 = This task is not performed. _ . ... 

f Ssk !■ , importance frequency Difficulty 

1. Ensuring maintenance om-equipment, tools, and safety controls 
<•; 2,.rMonitoring'eftiplG^^perforNia^:'i ;: : >■, .'w- ,-i’rpy . ■. h 

3., Scheduling employe^ 

software, on, the computer ._, ^ *», , • * 


Sv Monitoring changes made in processes usin 


I methods 


is the task for successful performance of the job? How difficult is the task to learn? 
Is performance of the task expected of entry-level employees? 25 

Table 7.5 presents a sample task analysis questionnaire. This information is 
used to determine which tasks will be focused on in the training program. The 
person or committee conducting the needs assessment must decide the level of 
ratings across dimensions that will determine that a task should be included in 
the training program. Tasks that are important, frequently performed, and of 
moderate-to-high levels of difficulty should be trained. Tasks that are not impor¬ 
tant and are infrequently performed will not be trained. It is difficult for managers 
and trainers to decide if tasks that are important, are performed infrequently, and 
require minimal difficulty should be included in training. Managers and trainers 
must determine whether important tasks—regardless of how frequently they are 
performed or their level of difficulty—will be included in training. 

4. Identify the knowledge, skills, or abilities necessary,to successfully perform each 
task. This information can be collected using interviews and questionnaires. In¬ 
formation concerning basic skill and cognitive ability requirements is critical for 
determining if certain levels of knowledge, skills, and abilities will be prerequi¬ 
sites for entrance to the training program (or job) or if supplementary training in 




CHAPTER 7 Training 263 


underlying skills is needed. For training purposes, information concerning how 
difficult it is to learn the knowledge, skill, or ability is important-as is whether 
the knowledge, skill, or ability is expected to be acquired by the employee before 
taking the job.2 6 


Example of a Task Analysis 

Each of the four steps of a task analysis can be seen in this example from a utility com¬ 
pany. Trainers were given the job of developing a training system in six months.27 The 
purpose of the program was to identify tasks and knowledge, skills, abilities, and other 
considerations that would serve as the basis for training program objectives and les¬ 
son plans. 

The first phase of the project involved identifying potential tasks for each job in 
the utility's electrical maintenance area. Procedures, equipment lists, and information 
provided by subject matter experts (SMEs) were used to generate the tasks. SMEs in¬ 
cluded managers, instructors, and senior technicians. The tasks were incorporated 
into a questionnaire administered to all technicians in the electrical maintenance de¬ 
partment. The questionnaire included 550 tasks. Figure 7.3 shows sample items from 
the questionnaire for the electrical maintenance job. Technicians were asked to rate 
each task on importance, difficulty, and frequency of performance. The rating scale 
for frequency included zero. A zero rating indicated that the technician rating the 
task had never performed the task. Technicians who rated a task zero were asked not 
to evaluate the task's difficulty and importance. 

FIGURE 7.3 

Sample Items from Task Analysis Questionnaires for the Electrical Maintenance Job 

Job: Electrical Maintenance Worker 

Task Performance Ratings 


Task #s 

Task 

description 

Frequency of 
performance 

Importance 

Difficulty 


199-264 

Replace a 

0 1 2 3 4 5 

0 1 2 3 4 5 

0 12 3 4 

5 

199-265 

light bulb 

Replace an 

0 1 2 3 4 5 

0 1 2 3 4 5 

0 12 3 4 

5 

199-266 

electrical outlet 
Install a light 

0 1 2 3 4 5 

0 1 2 3 4 5 

0 12 3 4 

5 

199-267 

fixture 

Replace a 

0 1 2 3 4 5 

0 1 2 3 4 5 

0 12 3 4 

5 

199-268 

light switch 

Install a new 

0 1 2 3 4 5 

0 1 2 3 4 5 

0 12 3 4 

5 


circuit breaker 

Frequency of 
performance 

0=never 

5-often 

Importance 

1=negtigible 

5=extremely 

high 

Difficulty 

1 -easiest 

5*most 

difficult 



SOURCE: E.F. Holton III and C. Bailey, "Top to Bottom Curriculum Redesign," Training & Development, 
March 1995, pp. 40-44. Reprinted with permission. All rights reserved. 
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Customized software was used to analyze the ratings collected via the question¬ 
naire. The primary requirement used to determine whether a task required training 
was its importance rating. A task rated "very important” was identified as one requir¬ 
ing training regardless of its frequency or difficulty. If a task was rated moderately im¬ 
portant but difficult, it also was designated for training. Tasks rated unimportant, not 
difficult, and done infrequently were not designated for training. 

The list of tasks designated for training was reviewed by the SMEs to determine if 
it accurately described job tasks. The result was a list of 487 tasks. For each of the 
487 tasks, two SMEs identified the necessary knowledge, skills, abilities, and other 
factors required for performance. This included information on working conditions, 
cues that initiate the task's start and end, performance standards, safety considera¬ 
tions, and necessary tools and equipment. All data were reviewed by plant techni¬ 
cians and members of the training department. More than 14,000 knowledge, skill, 
ability, and other considerations were clustered into common areas. An identification 
code was assigned to each group that linked groups to task and knowledge, skill, abil¬ 
ity, and other factors. These groups were then combined into clusters that represented 
qualification areas. That is, the task clusters related to linked tasks that the employ¬ 
ees must be certified in to perform the job. The clusters were used to identify training 
lesson plans and course objectives; trainers also reviewed the clusters to identify pre¬ 
requisite skills. 


Motivation to learn 

The desire of the 
trainee to learn the 
content of a training 
program. 


Ensuring Employees' Readiness for Training 

The second step in the instructional design process is to evaluate whether employees 
are ready to learn. Readiness for training refers to whether (1) employees have the per¬ 
sonal characteristics (ability, attitudes, beliefs, and motivation) necessary to learn 
program content and apply it on the job and (2) the work environment will facilitate 
learning and not interfere with performance. 

Although managers are not often trainers, they play an important role in influ¬ 
encing employees’ readiness for training. Motivation to learn is the desire of the 
trainee to learn the content of the training program. 28 Various research studies have 
shown that motivation is related to knowledge gain, behavior change, or skill acqui¬ 
sition in training programs,29 Managers need to ensure that employees’ motivation to 
learn is as high as possible. They can do this by ensuring employees' self-efficacy; un¬ 
derstanding the benefits of training; being aware of training needs, career interests, 
and goals; understanding work environment characteristics; and ensuring employees' 
basic skin levels. Managers should also consider input, output, consequences, and 
feedback because these factors influence motivation to learn. 


Self-efficacy 

The employees' 
belief that they can 
successfully learn 
the content of a 
training program. 


Self-efficacy 

Self.efflcacy is the employees' belief that they can successfully learn the content of 
the training program. The training environment is potentially threatening to many 
employees who may not have extensive educational experience or who have little ex¬ 
perience in the particular area emphasized by the training program. For example, 
training employees to use equipment for computer-based manufacturing represents a 
potential threat, especially if employees are intimidated by new technologies and do 
not have confidence in their ability to master the skills needed to use a computer. Re¬ 
search has demonstrated that self-efficacy is related to performance in training pro¬ 
grams. 30 Managers can increase employees' self-efficacy level by 
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1. Letting employees know that the purpose of training is to try to improve per¬ 
formance rather than to identify areas in which employees are incompetent. 

2. Providing as much information as possible about the training program and pur¬ 
pose of training prior to the actual training. 

3. Showing employees the training success of their peers who are now in similar 
jobs. 

4. Providing employees with feedback that learning is under their control and they 
have the ability and the responsibility to overcome any learning difficulties they 
experience in the program. 


Understanding the Benefits or Consequences of Training 

Employees' motivation to learn can be enhanced by communicating to them the po¬ 
tential job-related, personal, and career benefits they may receive as a result of at¬ 
tending the training program. These benefits may include learning a more efficient 
way to perform a process or procedure, establishing contacts with other employees in 
the firm (networking), or increasing opportunities to pursue different career paths. 
The communication from the manager about potential benefits should be realistic. 
Unmet expectations about training programs have been shown to adversely affect 
motivation to learn. 31 


Awareness of Training Needs, Career Interests, and Goals 

To be motivated to learn in training programs, employees must be aware of their skill 
strengths and weaknesses and of the link between the training program and improve¬ 
ment of their weaknesses. 32 Managers should make sure that employees understand 
why they are asked to attend training programs, and they should communicate the 
link between training and improvement of skill weaknesses or knowledge deficien¬ 
cies. This can be accomplished by sharing performance appraisal information with 
employees, holding career development discussions, or having employees complete 
self-evaluations of their skill strengths and weaknesses and career interests and goals. 

If possible, employees need to choose programs to attend and must perceive how 
actual training assignments are made to maximize motivation to learn. Several recent 
studies have suggested that giving trainees a choice regarding which programs to at¬ 
tend and then honoring those choices maximizes motivation to learn. Giving em¬ 
ployees choices but not necessarily honoring them can reduce motivation to leam)3 


Work Environment Characteristics 

Employees' perceptions of two characteristics of the work environment-situational 
constraints and social support-are critical determinants of motivation to learn. Sit¬ 
uational constraints include lack of proper tools and equipment, materials and supplies, 
budgetary support, and time. Social support refers to managers' and peers' willingness 
to provide feedback and reinforcement. 34 

To ensure that the work environment enhances trainees' motivation to learn, 
managers need to 

1. Provide materials, time, job-related information, and other work aids necessary 
for employees to use new skills or behavior before participating in training pro¬ 
grams. 

2. Speak positively about the company's training programs to employees. 
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3. Let employees know they are doing a good job when they use training content in 
their work. 

4. Encourage work group members to involve each other in trying to use new skills 
on the job by soliciting feedback and sharing training experiences and situations 
in which training content was helpful. 

5. Give employees time and opportunities to practice and apply new skills or be- 
haviors to their work. 


Basic skills 

Reading, writing, 
and communication 
skills needed to 
understand the 
content of a training 
program. 

Cognitive ability 

Includes three 
dimensions: verbal 
comprehension, 
quantitative ability, 
and reasoning 
ability. 


UU Jl V. I v I l I_» 1111 

Employees’ motivation to learn in training activities can also be influenced by the de¬ 
gree to which they have basic skills—cognitive ability and reading and writing skills 
needed to understand the content of training programs. Recent forecasts of the skill 
levels of the U.S. workforce indicate that managers will likely have to work with em¬ 
ployees who lack those skills. 35 

Managers need to conduct a literacy audit to determine employees’ basic skill lev¬ 
els. Table 7.6 shows the activities involved in a literacy audit. 

Cognitive Ability. Research shows that cognitive ability influences learning and job 
performance. Cognitive ability includes three dimensions: verbal comprehension, 
quantitative ability, and reasoning ability. 36 Verbal comprehension refers to the person s 
capacity to understand and use written and spoken language. Quantitative ability refers 
to how fast and accurately a person can solve math problems. Reasoning ability refers 
to the person’s capacity to invent solutions to problems. Research shows that cogni- 


TABLE 7.6 
Performing a 
Literacy Audit 





Step 1. Observe employees to determine the basic skills they need to succeed in 
their jobs. Note the materials employees use on the job, the tasks 
performed, and the reading, writing, and computations completed by 
employees. 

Hlevbl i 

. . iriy.OMfcs.ij tt.*w wmv -OH Sheets. ; . ■. ^ 

Step 3. Interview employees to determine the basic skills they believe are needed 
to do the job. Consider the basic-skill requirements of the job yourself. 

:Sfojd4; wmtnine Whether erriplbyeesbaye the basic skills v: ;T' TT 1 

" ' successfully perform their jobs. Combine the information gathered by , 
observing and rnterviewing employees and evaluating materials they use 
on their jobs, Write a description of each fob informs ofreading, wilting, 
and computation skills needed to-perforrnsucceis^^-^^ -I ' “ ' ^-V y ' 
" Step 5. Develop or buy tests that ask questions relating specifically to the 
employees' jobs. Ask employees to complete the tests. 

Compare test results with the description of. the basic skills required for 
■■■: ' : the fob (from step 5). If the level of employees'reading, writing and 
sptation skills does not match the basic skills required by the job, 


SOURCE: U.S. Department of Education, U.S. Department of Labor. The Bottom Line: Basic Skills in 
the Workplace (Washington, DC: 1988), pp. 14-15. 
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tive ability is related to successful performance in all jobs. 37 The importance of cog¬ 
nitive ability for job success increases as the job becomes more complex. 

For example, a supermarket cashier needs low to moderate levels of all three di¬ 
mensions of cognitive ability to successfully perform that job. An emergency room 
physician needs higher levels of verbal comprehension, quantitative ability, and rea¬ 
soning ability than the cashier. The supermarket cashier needs to understand de¬ 
nominations of money to give customers correct change. The cashier also needs to in¬ 
vent solutions to problems. (For example, how does the cashier deal with items that 
are not priced that the customer wants to purchase?) The cashier also needs to be able 
to understand and communicate with customers (verbal comprehension). The physi¬ 
cian also needs quantitative ability, but at a higher level. For example, when dealing 
with an infant experiencing seizures, the physician needs to be able to calculate the 
correct dosage of medicine (based on an adult dosage) to stop the seizures after con¬ 
sidering the child’s weight. The physician has to be able to quickly diagnose the situ¬ 
ation and determine what actions (blood tests, X-rays, respiratory therapy) are nec¬ 
essary. The physician also needs to communicate clearly to the patient (or its parents) 
the treatment and recovery process. 

Cognitive ability influences job performance and ability to learn in training pro¬ 
grams. If trainees lack the cognitive ability level necessary to perform job tasks, they 
will not perform well. Also, trainees’ level of cognitive ability can influence whether 
they can learn in training programs. 38 Trainees with low levels of cognitive ability are 
more likely to fail to complete training or (at the end of training) receive low grades 
on tests to measure how much they have learned. 

As discussed in Chapter 6, to identify employees without the cognitive ability to 
succeed on the job or in training programs, companies use paper-and-pencil cognitive 
ability tests. Determining a job’s cognitive ability requirement is part of the task 
analysis process discussed earlier in this chapter. 

Reading Ability. Lack of the appropriate reading level can impede performance and 
learning in training programs. Material used in training should be evaluated to ensure 
that its reading level does not exceed that required by the job. Readability refers to 
the difficulty level of written materials. 39 A readability assessment usually involves 
analysis of sentence length and word difficulty. 

If trainees’ reading level does not match the level needed for the training materi¬ 
als, four options are available. First, determine whether it is feasible to use video or 
on-the-job training, which involves learning by watching and practicing rather than 
by reading. Second, employees without the necessary reading level could be identi¬ 
fied through reading tests and reassigned to other positions more congruent with their 
skill levels. Third, again using reading tests, identify employees who lack the neces¬ 
sary reading skills and provide them with remedial training. Fourth, determine 
whether the job can be redesigned to accommodate employees’ reading levels. The 
fourth option is certainly most costly and least practical. Therefore, alternative train¬ 
ing methods need to be considered, or you can elect a nontraining option. Nontrain¬ 
ing options include selecting employees for jobs and training opportunities on the 
basis of reading, computation, writing, and other basic skill requirements. 

Many companies are finding that employees lack the basic skills needed to suc¬ 
cessfully complete training programs. For example, a training program Tor 1,800 
hourly employees at Georgia-Pacific (a paper manufacturer) was ineffective. 40 Em¬ 
ployees reported that they understood the training content, but once they left train¬ 
ing and returned to their jobs, they couldn’t successfully perform maintenance tasks. 


Readability 

The difficulty level of 
written materials. 
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Objective 
The purpose and 
expected outcome 
of training activities. 


In trying to determine the cause of the failed training, employees' basic skills were 
tested. Tests revealed that many employees had difficulty reading and writing. As a re¬ 
sult, they were unable to understand the materials used in training. This translated 
into reduced learning and poor job performance. 

To help ensure that employees have the basic skills needed to succeed in training, 
Georgia- Pacific developed a basic skills assessment and training program. The first 
step involved assessment (or measurement) of employees' basic skills. A test of read¬ 
ing and math skills was given to employees. People who scored at or above a ninth 
grade reading level were eligible to attend training programs. Those with literacy lev¬ 
els below ninth-grade were counseled to attend basic skills training. Because Georgia- 
Pacific's primary concern was how to convince employees to attend training, the com¬ 
pany had to establish trust with the employees. In general, employees who lack basic 
skills are embarrassed to admit they have difficulty and are afraid that their lack of lit¬ 
eracy will cost them their jobs. To alleviate these fears, employees received confiden¬ 
tial counseling about their test results, they were not required to start basic skills 
training immediately after the assessment, and the company did not put information 
regarding test results (pass or fail) in employees' personnel files. 

A local community college supplied the basic skills training. Classes were set up close 
to Georgia-Pacific's plants so employees could attend classes before or after their work 
shifts. There was no charge for the classes. N ow the workforce has the necessary basic 
skills. To ensure that new employees do not lack basic skills, Georgia-Pacific has changed 
its hiring qualifications. The company does not accept applications from anyone who 
hasn't completed a specific 18-month schedule of courses at the communiry college. 


Creating a Learning Environment 

Learning permanently changes behavior. For employees to acquire knowledge and 
skills in the training program and apply this information in their jobs, the training 
program must include specific learning principles. Educational and industrial psy¬ 
chologists and instructional design specialists have identified several conditions under 
which employees learn best.41 Table 7.7 shows the events that should take place for 
learning to occur in the training program and their implications for instruction. 

Employees Need to KnO«l Why They Should Learn. Employees learn best when 
they understand the objective of the training program. The objective refers to the 
purpose and expected outcome of training activities. There may be objectives for each 
training session as well as overall objectives for the program. Training objectives 
based on the training needs analysis help employees understand why they need train¬ 
ing. Objectives are also useful for identifying the types of training outcomes that 
should be measured to evaluate a training program's effectiveness. 

A training objective has three components: 

1. A statement of what the employee is expected to do (performance or outcome). 

2. A statement of the quality or level of performance that is acceptable (criterion). 

3. A statement of the conditions under which the trainee is expected to perform the 
desired outcome (conditions).42 

3 

For example, a training objective for a retail customer service training program 
might be "After training, the employee will be able to express concern [performance] 
to all irate customers by a brief (fewer than 10 words) apology, only after the customer 
has stopped talking [criteria] and no matter how upset the customer is [conditions].” 
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TABLE 7.7 



he subject to be pi 

in text to emphasis 


Presenting stimuli wit! 


distinctive features 


les to proper combining se< 


Providing learning gu 


iks to a larger meaningful coi 


to show relationshi 


ie recall of material 


Providing cues that are used Suggest cues tl 


Use familiar sounds or rhymes as cues, 


Provide feedback on degree of accuracy and timing of performance 
Confirm that original expectancies were met. 


Providing feedback about 
performance correctness 


INSTRUCTIONAL EVENTS IMPLICATIONS 


Instructional Events and Their Implications for the Learning Environment 


SOURCE: Adapted from R.M. Gagne, "Learning Processes and Instruction," 


Training Research Journal 1 (1995/96), pp. 17-28. 


Good training objectives provide a clear idea of what the trainees are expected to 
do at the end of training. Standards of satisfactory performance (such as speed, time 
constraints, products, or reactions) that can be measured or evaluated should be 
included. Any resources (equipment, tools) that the trainees need to perform the 
action or behavior specified in the objective need to be described. The conditions 
under which performance of the objective is expected to occur also need to be de¬ 
scribed. These conditions can relate to the physical work setting (at night), mental 
stresses (an angry customer), or equipment failure (malfunctioning landing gear on an 
airplane) .. 

Employees Need Meaningful Training Content. Employees are more likely to learn 
when the training is linked to their current job experiences and tasks-that is, 
when it is meaningful to them.43 To enhance the meaningfulness of training content, 
the message should be presented using concepts, terms, and examples familiar to 
trainees. Also, the training context should mirror the work environment. The train¬ 
ing context refers to the physical, intellectual, and emotional environment in which 
the training occurs. For example, in a retail salesperson customer service program, the 
meaningfulness of the material will be increased by using scenarios of -nhappy 
customers actually encountered by salespersons in stores. Recent research indicates 
that besides linking training to current job experiences, learning can be enhanced by 
letting trainees choose their practice strategy and other characteristics of the learn¬ 
ing environment. 44 
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Practice 

Having the 
employee 

demonstrate what, 
they have learned In 

training. 


Overlearning 

Trainees practice 
what they have 
learned several 
times. 


Employees Need Opportunities to Practice. Practice involves having the employee 
demonstrate the learned capability (such as cognitive strategy or verbal information) 
emphasized in the training objectives under the conditions and performance stan¬ 
dards specified by the objective. Effective practice actively involves the trainee, in- 
overlearning ^repeate ^ practici, ta^es t^e appropnate amount o^ time, an 1 ^ m- 
eludes the appropriate unit ofleaming (amount of material). Practice also needs to be 
relevant to the training objectives. 

Learning will not occur if employees practice only by talking about what they are 
expected to do. For example, using the objective for the customer service course pre¬ 
viously discussed, practice would involve having trainees participate in role playing 
with unhappy customers (customers upset with poor service, poor merchandise, or ex¬ 
change policies). Trainees need to continue to practice even if they have been able 
to perform the objective several times (overlearning). Overlearning helps the trainee 
become more comfortable using new knowledge and skills and increases the length of 
time the trainee will retain the knowledge, skill, or behavior. 

Trainers need to be sure that instruction does not exceed employees' short-term 
and long-term memory capacities. Research suggests that no more than four to five 
items can be attended to at one time. If a lengthy procedure or process is to be taught, 
instruction needs to be delivered in shorter sessions or chunks in order not to exceed 
memory limits. 45 Visual images are another way to reduce demands on memory. 
Finally, automatizing (making performance of a task so automatic that it requires lit¬ 
tle thought or attention to be performed) is another way to reduce memory demands. 
For example, it would be difficult for a jet engine mechanic to perform some of the 
later parts of a maintenance procedure unless the earlier steps (such as removing the 
cover of the turbines) have been automatized. The more automatization of a proce¬ 
dure that occurs, the more memory is freed up to concentrate on other learning and 
thinking. Automatization occurs through overlearning; that is, learners are given 
extra learning opportunities even after they have demonstrated that they can perform 
adequately. 

It is also important to consider whether to have only one practice session or to use 
distributed (multiple) practice sessions. Distributed practice sessions have been 
shown to result in more efficient learning of skills than continuous practice. 46 With 
factual information, the less meaningful the material and the greater its length or dif¬ 
ficulty, the better distributed practice sessions are for learning. 

A final issue related to practice is how much of the training should be practiced at 
one time. One option is that all tasks or objectives should be practiced at the same 
time (whole practice). Another option is that an objective or task should be practiced 
individually as soon as each is introduced in the training program (part practice). It 
is probably best to employ both whole and part practice in a training session. Trainees 
should have the opportunity to practice individual skills or behaviors. If the skills or 
behaviors introduced in training are related to one another, the trainee should 
demonstrate all of them in a practice session after they are practiced individually. 

For example, one objective of the retail customer service training is learning how 
to handle an unhappy customer. Salespersons are likely to have to learn three key be¬ 
haviors: (1) greeting disgruntled customers, (2) understanding their complaints, and 
then (3) identifying and taking appropriate action. Practice sessions should be held 
for each of the three behaviors (part practice). Then another practice session should 
be held so that trainees can practice all three skills together (whole practice). If 
trainees were given the opportunity only to practice the behaviors individually, it is 
unlikely they would be able to deal with an unhappy customer. 

For practice to be relevant to the training objectives, several conditions must be 
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met.47 Practice must be related to the training objectives. The trainer should identify 
what trainees will be doing when practicing the objectives (performance), the crite¬ 
ria for attainment of the objective, and the conditions under which they may per¬ 
form. These conditions should be present in the practice session. Next, the trainer 
needs to consider the adequacy of the trainees' performance. That is, how will 
trainees know whether their performance meets performance standards? Will they see 
a model of desired performance? Will they get a checklist or description of desired 
performance? Can the trainees decide if their performance meets standards, or will 
the trainer or a piece of equipment compare their performance with standards? 

If trainees' performance does not meet standards, the trainer must also decide if 
they will understand what is wrong and how to fix it. That is, trainers need to con¬ 
sider if trainees can diagnose and correct their performance or if they will need help 
from the trainer or a fellow trainee. 

Employees Need Feedback. Feedback is information about how well people are 
meeting the training objectives. To be effective, feedback should focus on specific be¬ 
haviors and be provided as soon as possible after the trainees' behavior.^ Also, posi¬ 
tive trainee behavior should be verbally praised or reinforced. Videotape is a power¬ 
ful tool for giving feedback. Trainers should view the videotape with trainees, provide 
specific information about how behaviors need to be modified, and praise trainee be¬ 
haviors that meet objectives. 

Employees Learn by Observing, Experience, and Interacting with Others. 
According to social learning theory, people learn by observing and imitating the 
actions of models. For the model to be effective, the desired behaviors or skills need 
to be clearly specified, and the model should have characteristics (such as age or po¬ 
sition) similar to the target audience.49 After observing the model, trainees should 
have the opportunity to reproduce the skills or behavior shown by the model in prac¬ 
tice sessions. 

Communities of practice are groups of employees who work together, learn from 
each other, and develop a common understanding of how to get work accomplished.5° 

The idea of communities of practice suggests that learning occurs on the job as a re¬ 
sult of social interaction. Communities of practice also take the form of discussion 

boards, list servers, or other forms of computer-mediated communication in which 
employees communicate electronically. In doing so, each employee's knowledge can 
be accessed relatively quickly. It is as if employees are having a conversation with a 
group of experts. Every company has naturally occurring communities of practice that 
develop as a result of relatioFlships employees develop to accomplish work and the de¬ 
sign of the work environment. For example, Oticon Inc., a Danish hearing aid man¬ 
ufacturer, replaced its formal organizational structure with a flexible work environ¬ 
ment and project-based work processes. 51 Self-directed teams are formed and disband 
as required by the work. Most of Oticon's 1,500 employees work on several projects 
at one time. At Oticon, the physical workspace encourages the development of com¬ 
munities of practice. Oticon workers are given mobile workstations with drawerless 
desks and networked computers; their workspace is wherever they choose to park 
their workstations while on a project. Workers are encouraged to network and learn 
from colleagues. 

Employees Need the Training Program to Be Properly Coordinated and Arranged. 
Training coordination is one of several aspects of training administration. Training 
administration refers to coordinating activities before, during, and after the pro¬ 
gram^ Training administration involves 
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Communities of 
practice 

Employees who 
work together, learn 
from each other, and 
have a common 
understanding of 
how to get work 
accomplished. 


Training 

administration 

Coordinating 
activities before, 
during, and after a 
training program. 
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1. Communicating courses and programs to employees. 

2. Enrolling employees in courses and programs. 

3. Preparing and processing any pretraining materials such as readings or tests. 

4. Preparing materials that will be used in instruction (copies of presentations, 
cases) . 

5. Arranging the training facility and room. 

6 . Testing equipment that will be used in instruction. 

7. Having backup equipment (paper copies of slides, an extra overhead projector 
bulb) should equipment fail. 

8 . Providing support during instruction. 

9. Distributing evaluation materials (tests, reaction measures, surveys). 

10. Facilitating communications between trainer and trainees during and after train¬ 
ing (for example, coordinating exchange of e-mail addresses). 

11. Recording course completion in the trainees' training records or personnel files. 


Transfer of training 

The use of 
knowledge, skills, 
and behaviors 
learned in training 
on the job. 

Climate for 
transfer 

Trainees' 
perceptions of 
characteristics of the 
work environment 
(social support and 
situational 
constraints) that can 
either facilitate or 
inhibit use of trained 
skills or behavior. 


Good coordination ensures that trainees are not distracted by events (such as an 
uncomfortable room or poorly organized materials) that could interfere with learning. 
Activities before the program include communicating to trainees the purpose of the 
program, the place it will be held, the name of a person to contact if they have ques¬ 
tions, and any preprogram work they are supposed to complete. Books, speakers, 
handouts, and videotapes need to be prepared. Any necessary arrangements to secure 
rooms and equipment (such as VCRs) should be made. The physical arrangement of 
the training room should complement the training technique. For example, it would 
be difficult for a team-building session to be effective if the seats could not be moved 
for group activities. If visual aids will be used, all trainees should be able to see them. 
Make sure that the room is physically comfortable with adequate lighting and venti¬ 
lation. Trainees should be informed of starting and finishing times, break times, and 
location of bathrooms. Minimize distractions such as telephone messages. If trainees 
will be asked to evaluate the program or take tests to determine what they have 
learned, allot time for this activity at the end of the program. Following the program, 
any credits or recording of the names of trainees who completed the program should 
be done. Handouts and other training materials should be stored or returned to the 
consultant. The end of the program is also a good time to consider how the program 
could be improved if it will be offered again. 


Trans~eT of Training 

Transfer of training refers to on-the-job use of knowledge, skills, and behaviors 
learned in training. As Figure 7.4 shows, transfer of training is influenced by the cli¬ 
mate for transfer, manager support, peer support, opportunity to use learned capabili¬ 
ties, technology support, and self-management skills. As we discussed earlier, learning 
is influenced by the learning environment (such as meaningfulness of the material 
and opportunities for practice and feedback) and employees’ readiness for training 
(for example, their self-efficacy and basic skill level). If no learning occurs in the 
training program, transfer is unlikely. 


Climate for Transfer 

One way to think about the work environment's influence on transfer of training is 
to consider the overall climate for transfer. Climate for transfer refers to trainees' per- 
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Climate for 
transfer 


Opportunity to 
use learned 
capability . 


Self-management 

skills 




Transfer 
of 

training t 



Peer support 


Technological 

support 


Manager 

support 


FIGURE 7.4 

Work Environment 
Characteristics 
Influencing Transfer 
of Training 


ceptions about a wide variety of characteristics of the work environment that facili¬ 
tate or inhibit use of trained skills or behavior. These characteristics include manager 
and peer support, opportunity to use skills, and the consequences for using learned ca¬ 
pabilities^ Research has shown that transfer of training climate is significantly re¬ 
lated to positive changes in behaviors following training. 


Manager Support 

Manager support refers to the degree to which trainees’ managers (1) emphasize the im¬ 
portance of attending training programs and (2) stress the application of training con¬ 
tent to the job. Table 7.8 shows what managers should do to support training. For ex¬ 
ample, trainers at the California Housing Partnership train project managers of rental 
housing on how to schedule complex tasks. Unfortunately, many trainees do not im¬ 
plement the scheduling system because when they return to their community agencies, 
their managers are not convinced that the scheduling system is worthwhile. 54 

The greater the level of manager support, the more likely that transfer of training 
will occur. 55 The basic level of support that a manager should provide is acceptance 



Understand the content of the training 


In performance appraisals,-evaluate employees on how they apply training to their 


Ensure that employees have the equipment and technol 


training. 


Recognize newly trained employees who use trainh 


Explain to employees why they have been asked to 


TABLE 7.8 

What Managers 
Should Do to 
Support Training 


SOURCE: Based on A. Rossett, "That Was a Great Class, but. . Training and Development, July 
1997, p. 21. 
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Action plan 

Document 
summarizing what 
trainee and manager 
will do to ensure 
training transfers to 
the job. 


Support network 

Trainees who meet 
to discuss progress 
in using learned 
capabilities. 


Opportunity to 
perform 

Trainee is provided 
with or seeks 
experience using 
newly learned 
knowledge, skills, or 
behavior. 


allowing trainees to attend training. The highest level of support is to participate in 
training as an instructor (teaching in the program). Managers who serve as instruc¬ 
tors are more likely to provide lower-level support functions such as reinforcing use of 
newly learned capabilities, discussing progress with trainees, and providing opportu¬ 
nities to practice. Managers can also facilitate transfer through use of action plans. 
An action plan is a written document that includes the steps that the trainee and 
manager will take to ensure that training transfers to the job. The action plan in¬ 
cludes (1) a goal identifying what training content will be used and how it will be 
used (project, problem); (2) strategies for reaching the goal, including resources 
needed; (3) strategies for getting feedback (such as meetings with the manager); and 
(4) expected outcome (what will be different?). The action plan includes a schedule 
of specific dates and times when the manager and trainee agree to meet to discuss the 
progress being made in using learned capabilities on the job. 

At a minimum, special sessions should be scheduled with managers to explain the 
purpose of the training and set expectations that they will encourage attendance at 
the training session, provide practice opportunities, reinforce use of training, and fol¬ 
low up with employees to determine the progress in using newly acquired capabilities. 


Peer Support 

Transfer of training can also be enhanced by creating a support network among the 
trainees. 56 A support network is a group of two or more trainees who agree to meet 
and discuss their progress in using learned capabilities on the job. This could involve 
face-to-face meetings or communications via e-mail. Trainees can share successful ex¬ 
periences in using training content on the job; they can also discuss how they ob¬ 
tained resources needed to use training content or how they coped with a work envi¬ 
ronment that interfered with use of training content. 

A newsletter might be written to show how trainees are dealing with transfer of 
training issues. Distributed to all trainees, the newsletter might feature interviews 
with trainees who were successful in using new skills. Managers may also provide 
trainees with a mentor-a more experienced employee who previously attended the 
same training program. The mentor, who may be a peer, can provide advice and sup¬ 
port related to transfer of training issues (such as how to find opportunities to use the 
learned capabilities). 

Opportunity to Use Learned Capabilities 

Opportunity to use learned capabilities (opportunity to perform) refers to the extent 
to which the trainee is provided with or actively seeks experience with newly learned 
knowledge, skill, and behaviors from the training program. Opportunity to perform is 
influenced by both the work environment and trainee motivation. One way trainees 
can use learned capabilities is through assigned work experiences (problems or tasks) 
that require their use. The trainees' manager usually plays a key role in determining 
work assignments. Opportunity to perform is also influenced by the degree to which 
trainees take personal responsibility to actively seek out assignments that allow them 
to use newly acquired capabilities. 

Opportunity to perform includes breadth, activity level, and task type. S7 Breadth 
includes the number of trained tasks performed on the job. Activity level is the num¬ 
ber of times or the frequency with which trained tasks are performed on the job. Task 
type refers to the difficulty or criticality of the trained tasks that are actually performed 
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on the job. Trainees given many opportunities to use training content on the job are 
more likely to maintain learned capabilities than trainees given few opportunities. 58 

Opportunity to perform can he measured by asking former trainees to indicate 
(1) whether they perform a task, (2) how many times they perform the task, and 
(3) the extent to which they perform difficult and challenging tasks. Individuals who 
report low levels of opportunity to perform may be prime candidates for “refresher 
courses” (courses designed to let trainees practice and review training content). Re- 
fresher courses are necessary because these persons have likely experienced a decay in 
learned capabilities since they haven’t had opportunities to perform. Low levels of op¬ 
portunity to perform may also indicate that the work environment is interfering with 
using new skills. For example, the manager may not support training activities or give 
the employee the opportunity to perform tasks using skills emphasized in training. Fi¬ 
nally, low levels of opportunity to perform may indicate that training content is not 
important for the employee’s job. 


Technological Support 

Electronic performance support systems (EPSSs) are computer applications that 
can provide, as requested, skills training, information access, and expert advice . 59 
EPSSs may be used to enhance transfer of training by giving trainees an electronic in¬ 
formation source that they can refer to as needed as they attempt to apply learned ca¬ 
pabilities on the job. 

For example, Atlanta-based poultry processor Cagle’s Inc. uses an EPSS for em¬ 
ployees who maintain the chicken-processing machines. 60 Because the machines that 
measure and cut chickens are constantly increasing in sophistication, it is impossible 
to continually train technicians so that they know the equipment’s details. However, 
technicians are trained on the basic procedures they need to know to maintain these 
types of machines. When the machines encounter a problem, the technicians rely on 
what they have learned in training as well as on the EPSS, which provides more de¬ 
tailed instructions about the repairs. The EPSS also tells technicians the availability 
of parts and where in inventory to find replacement parts. The EPSS consists of a 
postage stamp—size computer monitor attached to a visor that magnifies the screen. 
The monitor is attached to a three-pound computer about half the size of a portable 
compact disc player. Attached to the visor is a microphone that the technician uses 
to give verbal commands to the computer. The EPSS helps employees diagnose and 
fix the machines very quickly. This is important given that the plant processes more 
than 100,000 chickens a day, .and chicken is a perishable food product! The “Com¬ 
peting through High-Performance Work Systems” box shows how technology is used 
to support training. 


Electronic 
performance 
support systems 
(EPSS) 

Computer 

applications that can 
provide (as 
requested) skills 
training, information 
access, and expert 
advice. 


Self-Management Skills 

Training programs should prepare employees to self-manage their use of new skills and 
behaviors on the job. 61 Specifically, within the training program, trainees should set 
goals for using skills or behaviors on the job, identify conditions under which they 
might fail to use them, identify the positive and negative consequences of using them, 
and monitor their use of them. Also, trainees need to understand that it is natural to 
encounter difficulty in trying to use skills on the job; relapses into old behavior 
and skill patterns do not indicate that trainees should give up. Finally, because peers 
and supervisors on the job may be unable to reward trainees using new behaviors or 




COMPETING 

THROUGH 

HIGH- 

PERFORMANCE 
WORK SYSTEMS 


Technology provides 
a Human Touch 
to Every Question 


Some companies are utilizing more detailed explanations 
technology to help support from service manuals. Before 
training efforts when employees Ernie, when service technicians 
return to their jobs. Ernie is had a question, they would 

what's known as a virtual repre- have to sort through detailed 
tentative or v~rep. When technical manuals or call a hot- 

mechanics at a Ford Motor line, both of which are 

Company car dealership en- time-consuming. Ernie includes 
counter a problem, they information from all the latest 

contact Ernie. Ernie is not a real service manuals and is tied into 
person—he is a robot! He is Ford's worldwide diagnostic 
friendly as well as,smart. The system. If Ernie can't answer, he 

mechanics type in.a question, / ; will automatically sequence to 
and Ernie's picture appears on . call the management center, 
the screen. He answers the where a real person will try to 

question and can provide a link provide an answer. The goal is 
to an internal website with for Ernie to be able to answer 


up to 80 percent of the ques¬ 
tions; currently Ernie handles 15 
percent. To evSdua!© Ernie's ef- 
fectiveness, Ford reviews the 
conversation logs to see how 
many problems Ernie solves. 
Ford also uses an online survey 
to find out how satisfied techni¬ 
cians were with Ernie's answers. 
The biggest advantage of Ernie 
is that the technicians can get 
faster answers at any time of 
day or night. 

SOURCE; From wire reports, "Ford 
Mechanics Get Real Technical Answers from 
Virtual Assistants," Columbus Dispatch 
(August 24, 2001), p. E2. 


to provide feedback automatically, trainees need to create their own reward system 
and ask peers and managers for feedback. 

Selecting Training Methods 

A number of different methods can help employees acquire new knowledge, skills, 
and behaviors. Figure 7.5 shows the percentage of companies using different training 
methods. The figure shows that lectures and videotapes are the most frequently used 
training methods. Other common methods include case studies and role plays. Com¬ 
panies are also beginning to use new technologies for training. Although face-to-face 
classroom instruction is used by almost all companies, new technologies are gaining 
in popularity. The use of training technologies is expected to increase dramatically in 
the next decade as technology improves and becomes cheaper, companies recognize 
the potential cost savings of delivering training via desktop computers, and the need 
for customized training increases as the economy moves from a one-size-fits-all ap¬ 
proach to mass customization in the delivery of goods and services. 62 As Figure 7.5 
shows, over 76 percent of companies are using CD-ROM training, 51 percent are 
using the Internet, and 2 percent use virtual reality. New technologies also allow em¬ 
ployees to see, feel, and hear how equipment, other trainees, and the environment re¬ 
spond to their behaviors. Despite the increased use of new technologies, most train¬ 
ing still includes classroom instruction. (Approximately 75 percent of total training 
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Presentation 

methods 

Training methods 

whic~ train—s are 
passive recipients 
information. 


time involves classroom instruction compared to 20 percent involving new tech¬ 
nologies.)63 As you will see later in this chapter, new training technologies are un¬ 
likely to totally replace face-to-face instruction. Rather, face-to-face instruction will 
be combined with new training technologies (a combination known as blended train¬ 
ing) to maximize learning. 

New training technologies can lower delivery costs and increase flexibility in de¬ 
livery.64 For example, training delivered by an instructor at a central location requires 
employees to spend time away from their regular jobs and incurs employee travel 
costs. Lower delivery costs can be realized by using satellite-based training or distance 
learning in which training programs are transmitted via satellite to several locations. 
Also, use of CD-ROM or Web-based training gives employees the flexibility to par¬ 
ticipate in training on a 24-hour basis at home or work through use of a personal com¬ 
puter. Linking training to personal computers also gives employees more responsibil¬ 
ity for their own training. Such technology includes characteristics that can enhance 
learning that often are not found in traditional instructor-led programs (immediate 
feedback, multiple practice opportunities, and opportunities for the employees to 

learn at their own pace). 

However, having state-of-the-art instructional technology should not be the guid¬ 
ing force in choosing a training method. The specific instructional method used 
should be based on the training objectives. Instructional methods can be crudely 
grouped into three broad categories: presentation methods, hands-on methods, and 
group-building methods. 65 

Presentation Methods 

Presentation methods refer to methods in which trainees are passive recipients of in¬ 
formation. Presentation methods include traditional classroom instruction, distance 
in learning, and audiovisual techniques. These are ideal for presenting new facts, infor¬ 
mation, different philosophies, and alternative problem-solving solutions or processes, 
of 

Classroom Instruction. Classroom instruction typically involves having the trainer 
lecture a group. In many cases the lecture is supplemented with question-and-answer 
periods, discussion, or case studies. Classroom instruction remains a popular training 
method despite new technologies such as interactive video and computer-assisted in¬ 
struction. Traditional classroom instruction is one of the least expensive, least time- 
consuming ways to present information on a specific topic to many trainees. The 
more active participation, job-related examples, and exercises that the instructor can 
build into traditional classroom instruction, the more likely trainees will learn and use 
the information presented on the job. 

Distance Learning. Distance learning is used by geographically dispersed companies 
to provide information about new products, policies, or procedures, as well as skills 
training and expert lectures.66 Distance learning features two-way communication be¬ 
tween people. Distance learning includes simultaneous learning in which trainees at¬ 
tend programs where they can communicate with the trainer and other trainees at 
other locations. It includes audioconferencing, videoconferencing, and docuconfer- 
encing (which allows employees to collaborate on a shared document via computers). 
Distance learning also includes individualized personal computer-based training.67 

Course materials and instruction may be distributed using the Internet or a CD- 
ROM. Trainees and trainers interact via e-mail, electronic bulletin boards, or confer¬ 
encing systems. 
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Videoconferencing usually includes a telephone link so that trainees viewing the 
presentation can call in questions and comments to the trainer. Also, satellite net¬ 
works allow companies to link up with industry-specific and educational courses for 
which employees receive college credit and job certification. IBM, Digital Equip¬ 
ment, and Eastman Kodak are among the many firms that subscribe to the National 
Technological University, which broadcasts courses throughout the United States 
that technical employees need to obtain advanced degrees in engineering. 68 

An advantage of distance learning is that the company can save on travel costs. It 
also allows employees in geographically dispersed sites to receive training from ex¬ 
perts who would not otherwise be available to visit each location. For example, the 
research and development group at 3M found considerable cost savings by using 
videoconferencing to conduct an eight-week class on imaging technology that in¬ 
volved instructors from Europe and the United States.® Without videoconferencing 
the class would have cost $100,000, making it too expensive. With videoconferenc¬ 
ing the course cost only $13,000. 

The major disadvantage of distance learning is the potential for lack of interaction 
between the trainer and the audience. That's why a communications link between 
employees and the trainer is so important. Also, on-site instructors or facilitators 
should be available to answer questions and moderate question-and-answer sessions. 

Audiovisual Techniques. Audiovisual instruction includes overheads, slides, and 
video. As Figure 7.5 shows, video is one of the most popular instructional methods.70 
It has been used for improving communications skills, interviewing skills, and cus¬ 
tomer-service skills and for illustrating how procedures (such as welding) should be 
followed. Video is, however, rarely used alone. It is usually used in conjunction with 
lectures to show trainees real-life experiences and examples. Video is also a major 
component of behavior modeling and, naturally, interactive video instruction. Morse 
Bros., located in Tangent, Oregon, is one of only a few ready-mix firms in the North¬ 
west that provide regular training for their drivers. Drivers playa key role in deter¬ 
mining the success of the business. Excessive idling at construction sites, avoiding 
rollovers at construction sites, and product training can reduce costs and raise cus¬ 
tomer satisfaction. Morse Bros, produces training videos, which are presented by 
mentor-drivers. The mentor-driver's job is to select the weekly video, schedule view¬ 
ing sessions, keep attendance records, and guide a wrap-up discussion following each 
video. The mentor-drivers are trained to call attention to key learning points covered 
in the video and relate the topics to issues the drivers deal with on the job. Because 
training sessions are scheduled early in the morning at the beginning of the drivers' 
shift, time is limited. Videos seldom run more than 10 minutes. For example, one 
called Another Pair of Eyes trains drivers to observe test procedures used by testing 
agencies at job sites. Samples are tested several times a month. A sample that fails can 
leave the company liable for demolition and removal of the concrete structure. Morse 
Bros, provides training on test procedures because samples often fail a test due to con¬ 
tamination (such as dirt) that gets into the test cylinder. At each training session, 
drivers answer several questions related to the content of the program. At the end of 
a session, drivers and the mentor-driver discuss anything that might be interfering 
with the quality of the product or timeliness of delivery. Mentor-drivers then share 
this information with company managers.?! ' 

The use of video in training has a number of advantages. First, the trainer can 
review, slow down, or speed up the lesson, which permits flexibility in customizing 
the session depending on trainees' expertise. Second, trainees can be exposed to 
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equipment, problems, and events that cannot be easily demonstrated, such as equip¬ 
ment malfunctions, angry customers, or emergencies. Third, trainees get consistent 
instruction; program content is not affected by the interests and goals of a particular 
trainer. Fourth, videotaping trainees allows them to see and hear their own perform¬ 
ance without the interpretation of the trainer. As a result, trainees cannot attribute 
poor performance to the bias of external evaluators such as the trainer or peers. 

Most problems in video result from the creative approach used. 72 These problems 
include too much content for the trainee to learn, poor dialogue between the actors 
(which hinders the credibility and clarity of the message), overuse of humor or music, 
and drama that makes it confusing for the trainee to understand the important learn¬ 
ing points emphasized in the video. 


Hands-on methods 

Training methods 
that actively involve 
the trainee in 
learning. 

On-the-job Training (OJT). Companies spend between $90 billion and $180 bil¬ 
lion annually on informal on-the-job training, compared with $30 billion on formal 
off-the-job training. 73 OJT can be useful for training newly hired employees, upgrad¬ 
ing the skills of experienced employees when new technology is introduced, cross¬ 
training employees within a department or work unit, and orienting transferred or 
promoted employees to their new jobs. The basic philosophy of OJT is that employ¬ 
ees learn through observing peers or managers performing the job and trying to imi¬ 
tate their behavior. While OJT takes various forms, including apprenticeships and 
self-directed training programs, all effective OJT programs include the following: 

1. A policy statement that describes the purpose of OJT and emphasizes the com¬ 
pany’s support for it. 

2. A clear specification of who is accountable for conducting OJT. If managers con¬ 
duct OJT, this is mentioned in their job descriptions and is part of their perform¬ 
ance evaluation. 

3. A thorough review of OJT practices (program content, types of jobs, length of 
program, cost savings) at other companies in similar industries. 

4. Training of managers and peers in the principles of structured OJT. 

5. Availability of lesson plans, checklists, procedure manuals, training manuals, learn¬ 
ing contracts, and progress report forms for use by employees who conduct OJT. 

6. Evaluation of employees’ levels of basic skills (reading, computation, writing) be¬ 
fore OJT. 74 

For example, Borden’s Inc.’s North American Pasta Division’s OJT program has 
many of these characteristics. 75 Not all managers and peers are used as trainers. Bor¬ 
den’s invests in trainer selection, training, and rewards to ensure OJT’s effectiveness. 
Employees and managers interested in being instructors are required to apply for the 
positions. Those chosen as instructors are required to complete a demanding train-the- 
trainer course. The course involves classroom training as well as time on the manu¬ 
facturing floor to learn how to operate machinery such as pasta machines and correctly 
teach other employees to use the equipment. Borden’s also builds accountability into 


Hands-on Methods 

Hands-on methods are training methods that require the trainee to be actively in¬ 
volved in learning. Hands-on methods include on-the-job training, simulations, busi¬ 
ness games and case studies, behavior modeling, interactive video, and Web-based 
training. These methods are ideal for developing specific skills, understanding how 
skills and behaviors can be transferred to the job, experiencing all aspects of com¬ 
pleting a task, and dealing with interpersonal issues that arise on the job. 
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the OJT program. Trainees complete a checklist requiring them to verify that the 
trainer helped them learn the skills needed and used effective instructional techniques. 

Self-directed learning involves having employees take responsibility for all aspects 
of learning—when it is conducted and who will be involved. For example, at Corn¬ 
ing Glass, new engineering graduates participate in an OJT program called SMART 
(self-managed, awareness, responsibility, and technical competence). 76 Each em¬ 
ployee seeks the answers to a set of questions (such as “Under what conditions would 
a statistician be involved in the design of engineering experiments?”) by visiting 
plants and research facilities and meeting with technical engineering experts and 
managers. After employees complete the questions, they are evaluated by a commit¬ 
tee of peers who have already completed the SMART program. Evaluations have 
shown that the program cuts employees’ start-up time in their new jobs from six 
weeks to three weeks. It is effective for a number of reasons. It encourages active in¬ 
volvement of the new employees in learning and allows flexibility in finding time for 
training. It has a peer-review evaluation component that motivates employees to 
complete the questions correctly. And, as a result of participating in the program, em¬ 
ployees make contacts throughout the company and better understand the technical 
and personal resources available within the company. 

There are several advantages and disadvantages of self-directed learning. 77 It al¬ 
lows trainees to learn at their own pace and receive feedback about the learning per¬ 
formance. For the company, self-directed learning requires fewer trainers, reduces 
costs associated with travel and meeting rooms, and makes multiple-site training 
more realistic. Self-directed learning provides consistent training content that cap¬ 
tures the knowledge of experts. Self-directed learning also makes it easier for shift em¬ 
ployees to gain access to training materials. A major disadvantage of self-directed 
learning is that trainees must be willing and comfortable learning on their own; that 
is, trainees must be motivated to learn. From the company perspective, self-directed 
learning results in higher development costs, and development time is longer than 
with other types of training programs. Self-directed learning will likely be more com¬ 
mon in the future as companies seek to train staff flexibly, to take advantage of tech¬ 
nology, and to encourage employees to be proactive in their learning rather than 
driven by the employer. 78 

The Four Seasons Regent Hotel and Resorts is a luxury hotel operations and man¬ 
agement group with 22,000 employees worldwide, including approximately 13,000 in 
international locations. The Four Seasons faced the challenge of opening a new hotel 
and resort at Jambaran Bay, Bali. To address training needs, the human resources staff 
created a self-directed learning center. The Self Access Learning Center emphasizes 
communication skills as well as English language skills. Its purpose is to teach skills 
and improve employees’ confidence in their communications. The center includes 
video recorders, training modules, books, and magazines. Besides English, the center 
also teaches Japanese (the language of 20 percent of hotel visitors) and provides train¬ 
ing for foreign managers in Bahasa Indonesian, the native language of Indonesia. The 
training process begins by administering an English test to potential employees to 
gauge the level of English training they need. As employees complete each level of 
the training, they receive a monetary incentive. 

How has the training paid dividends? Travel experts rated the Four Seasons Bali as 
one of the top hotels in the world. Business has increased steadily since the hotel 
opened, with guests from North America, Europe, Asia, Australia, and South Amer¬ 
ica. As a result of the training, the Four Seasons is prepared for expansion. As the hotel 
industry expands in Asia, the Four Seasons now has a trained and talented staff that 


Self-directed 

learning 

A program in which 
employees take 
responsibility for all 
aspects of learning. 
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Apprenticeship 

A work-study 
training method 
with both on-the-job 
and classroom 
training. 


can be used to meet human resource needs as new resorts are developed. Four Seasons 
learned that the company must combine the training needs of the local culture with 
the standards of the company's culture to create a successful international business. 79 

Apprenticeship is a work-study training method with both on-the-job training and 
classroom training. 50 To qualify as a registered apprenticeship program under state or 
federal guidelines, at least 144 hours of classroom instruction and 2,000 hours, or one 
year, of on-the-job experience are required. 51 Apprenticeships can be sponsored by in¬ 
dividual companies or by groups of companies cooperating with a union. The major¬ 
ity of apprenticeship programs are in the skilled trades, such as plumbing, carpentry, 
electrical work, and bricklaying. 

Apprenticeship programs are more widely used in Western European countries 
(such as Germany and Denmark) than in the United States. S2 In these countries, ap¬ 
prenticeship is linked with employment, education, and training systems; it is a sys¬ 
tem that provides youths with the schooling needed to obtain work in the skill trades. 
The U.S. government is considering establishing a federally directed apprenticeship 
program to ease the school-to-work transition for youths who are not motivated or 
skilled enough to attend college. Such a program may help to alleviate the shortage 
of skilled workers that many manufacturers are experiencing.^ 

One advantage of an apprenticeship program is that learners earn pay while they 
learn. This is important because the programs can last for several years. (Learners' 
wages increase automatically as their skills improve.) Also, apprenticeships are usu¬ 
ally effective learning experiences because they involve learning why and how a task 
is performed in classroom instruction provided by local trade schools, high schools, 
and community colleges. OJT involves assisting a certified tradesperso). 1 (a journey¬ 
man) at the work site. 

One disadvantage of apprenticeship programs is that minorities' and women's ac¬ 
cess to these programs has been restricted because of unions' and employers' choice of 
men for entry-level jobs. 84 Another is that there is no guarantee jobs will be available 
when the program is completed. 

For example, the German apprenticeship model has recently had its problems.^ 
German businesses such as Siemens and Daimler Benz have been experiencing high 
wage and welfare costs, so they are creating most new jobs outside the country. These 
firms want flexible workers who will upgrade their skills, rather than employees from 
the apprenticeship program who are well trained in just one trade or occupation. As 
a result, the availability of apprenticeships for trainees has declined. 
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Simulations. A simulation is a training method that represents a real-life situation, 
with trainees' decisions resulting in outcomes that mirror what would happen if the 
trainee were on the job. Simulations, which allow trainees to see the impact of their 
decisions in an artificial, risk-free environment, are used to teach production and 
process skills as well as management and interpersonal skills. 

Simulators need to have identical elements to those found in the work environ¬ 
ment. The simulator needs to respond exactly as the equipment would under the con¬ 
ditions and response given by the trainee. For this reason simulators are expensive to 
develop and need constant updating as new information about the work environment 
is obtained. 

Simulators replicate the physical equipment that employees use on the job. For ex¬ 
ample, at Motorola's Programmable Automation Literacy Lab, employees who may 
never have worked with computers or robots learn to operate them.sG Before entering 
the lab, employees are given a two-hour introduction to factory automation, which 
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introduces new concepts, vocabulary, and computer-assisted manufacturing. The sim¬ 
ulator allows trainees to become familiar with the equipment by designing a product 
(a personalized memo holder). Also, trainees do not have to be afraid of the impact 
of wrong decisions; errors are not as costly as they would be if the trainees were using 
the equipment on an actual production line. Success in simple exercises with the 
robot and computer increases employees’ confidence that they can work successfully 
in an automated manufacturing environment. 

Simulations are also used to develop managerial skills. Looking Glass© is a simula¬ 
tion designed to develop both teamwork and individual management skills. 87 In this 
program, participants are assigned different roles in a glass company. On the basis of 
memos and correspondence, each participant interacts with other members of the 
management team over six hours. Participants’ behavior and interactions in solving 
the problems described in correspondence are recorded and evaluated. At the conclu¬ 
sion of the simulation, participants are given feedback regarding their performance. 

A recent development in simulations is the use of virtual reality technology. 
Virtual reality is a computer-based technology that provides trainees with a three- 
dimensional learning experience. Using specialized equipment or viewing the virtual 
model on the computer screen, trainees move through the simulated environment and 
interact with its components. 88 Technology is used to stimulate multiple senses of the 
trainee. 89 Devices relay information from the environment to the senses. For example, 
audio interfaces, gloves that provide a sense of touch, treadmills, or motion platforms 
are used to create a realistic, artificial environment. Devices also communicate infor¬ 
mation about the trainee’s movements to a computer. These devices allow the trainee 
to experience the perception of actually being in a particular environment. For exam¬ 
ple, Motorola’s advanced manufacturing courses for employees learning to run the 
Pager Robotic Assembly facility use virtual reality. Employees are fitted with a head- 
mount display that allows them to view the virtual world, which includes the actual 
lab space, robots, tools, and the assembly operation. The trainees hear and see the ac¬ 
tual sounds and sights as if they were using the real equipment. Also, the equipment 
responds to the employees’ actions (such as turning on a switch or dial). 

Business Qames and Case Studies. Situations that trainees study and discuss (case 
studies) and business games in which trainees must gather information, analyze it, and 
make decisions are used primarily for management skill development. Games stimu¬ 
late learning because participants are actively involved and they mimic the compet¬ 
itive nature of business. The types of decisions that participants make in games in¬ 
clude all aspects of management practice, including labor relations (such as 
agreement in contract negotiations), marketing (the price to charge for a new prod¬ 
uct), and finance (financing the purchase of new technology). For example, Market 
Share, part of a marketing management course at Nynex Corporation, requires par¬ 
ticipants to use strategic thinking such as competitive analysis to increase market 
share. 90 The playing board is divided into different segments representing the infor¬ 
mation industry (cable, radio, and so on). Teams of two or three players compete to 
gain market share by determining where the team will allocate its efforts and chal¬ 
lenge opponents’ market share. 

Documentation on learning from games is anecdotal. 91 Games may give team 
members a quick start at developing a framework for information and help develop 
cohesive groups. For some groups (such as senior executives) games may be more 
meaningful training activities (because the game is realistic) than presentation tech¬ 
niques such as classroom instruction. 
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Cases may be especially appropriate for developing higher-order intellectual skills 
such as analysis, synthesis, and evaluation. These skills are often required by man¬ 
agers, physicians, and other professional employees. Cases also help trainees develop 
the willingness to take risks given uncertain outcomes, based on their analysis of the 
situation. To use cases effectively, the learning environment must let trainees prepare 
and discuss their case analyses. Also, face-to-face or electronic communication 
among trainees must be arranged. Because trainee involvement is critical for the ef¬ 
fectiveness of the case method, learners must be willing and able to analyze the case 
and then communicate and defend their positions. 

There are a number of available sources for preexisting cases. It is especially im¬ 
portant to review preexisting cases to determine how meaningful they will be to the 
trainee. Preexisting cases on a wide variety of problems in business management 
(human resource management, operations, marketing, advertising, and so forth) are 
available from Harvard Business School, The Darden Business School at the Univer¬ 
sity of Virginia, McGraw-Hill publishing company, and various other sources. 

Behavior Modeling. Research suggests that behavior modeling is one of the most ef¬ 
fective techniques for teaching interpersonal skills.^2 Each training session, which 
typically lasts four hours, focuses on one interpersonal skill, such as coaching or com¬ 
municating ideas. Each session presents the rationale behind key behaviors, a video¬ 
tape of a model performing key behaviors, practice opportunities using role playing, 
evaluation of a model's performance in the videotape, and a planning session devoted 
to understanding how the key behaviors can be used on the job. In the practice ses¬ 
sions, trainees get feedback regarding how closely their behavior matches the key be¬ 
haviors demonstrated by the model. The role playing and modeled performance are 
based on actual incidents in the employment setting in which the trainee needs to 
demonstrate success. 

Interactive Video. Interactive video combines the advantages of video and com¬ 
puter-based instruction. Instruction is provided one-on-one to trainees via a monitor 
connected to a keyboard. Trainees use the keyboard or touch the monitor to interact 
with the program. Interactive video is used to teach technical procedures and inter¬ 
personal skills. The training program may be stored on a videodisc or compact disc 
(CD-ROM). For example. Federal Express's 25-disc interactive video curriculum in¬ 
cludes courses related to customer etiquette, defensive driving, and delivery proce¬ 
dures.93 As Federal Express discovered, interactive video has many advantages. First, 
training is individualized: employees control what aspects of the training program 
they want to view. They can skip ahead when they feel competent, or they can re¬ 
view topics. Second, employees receive immediate feedback concerning their per¬ 
formance. Third, training is more convenient for both employers and employees. Re¬ 
gardless of employees' work schedules, they can have access to the equipment, which 
is located at their work site. From the employer's standpoint, the high cost of devel¬ 
oping interactive video programs and purchasing the equipment is offset by the re¬ 
duction in instructor costs and travel costs related to a central training location. At 
Federal Express, interactive video has made it possible to train 35,000 customer- 
contact employees in 650 locations nationwide, saving the company millions of dol¬ 
lars. Without interactive video, it would have been impossible for Federal Express to 
deliver consistent, high-quality training. The main disadvantage of interactive video 
is the high cost of developing the courseware. This may be a particular problem for 
courses in which frequent updates are necessary.94 
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E-Learning. E-learning or online learning refers to instruction and delivery of train¬ 
ing by computers through the Internet or company intranets. 95 E-leaming includes 
Web-based training, distance learning, virtual classrooms, and use of CD-ROMs. 
E-learning can include task support, simulation training, distance learning, and learn¬ 
ing portals. There are three important characteristics of e-learning. First, e-learning 
involves electronic networks that enable information and instruction to be delivered, 
shared, and updated instantly. Second, e-learning is delivered to the trainee via com¬ 
puters with Internet technology. Third, it focuses on learning solutions that go be¬ 
yond traditional training to include information and tools that improve performance. 

Figure 7.6 depicts the features of e-learning, which include collaboration and shar¬ 
ing, links to resources, learner control, delivery, and administration. As Figure 7.6 
shows, e-learning not only provides training content but lets learners control what 
they learn, the speed at which they progress through the program, how much they 
practice, and even when they learn. E-learning also allows learners to collaborate or 
interact with other trainees and experts, and it provides links to other learning 
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resources such as reference materials, company websites, and other training programs. 
Text, video, graphics, and sound can present course content. E-learning may also in¬ 
clude various aspects of training administration such as course enrollment, testing 
and evaluating trainees, and monitoring learning progress. Various delivery methods 
can be incorporated into e-learning including distance learning, CD-ROM, and the 

Internet. 

These features of e-learning give it advantages over other training methods. 

% 

E-learning initiatives are designed to contribute to strategic business objectives. 
E-learning supports company initiatives such as attracting customers, devising new 
ways to operate such as e-business, or quickly developing products or new services. 
E-learning may involve a larger audience than traditional training programs, which 
focused on employees; it may involve partners, suppliers, vendors, and potential 

customers. 

Learning is enhanced through e-learning because trainees are more engaged 
through the use of video, graphics, sound, and text, which appeal to multiple senses 
of the learner. Also, e-learning requires that learners actively participate in practice, 
questions, and interaction with other learners and experts. 

Besides enhancing the training experience, e-learning can reduce training costs 

and time. E-learning brings training to geographically dispersed employees at their lo- 

97 

cations, reducing travel costs. Consider how Merrill Lynch uses e-learning. Tradi¬ 
tionally, thousands of Merrill Lynch employees have received training in basic finan¬ 
cial planning, advanced concepts of investing, and other topics at the company's 
residential training center near Princeton, New Jersey. With about 1,000 new client 
associates who support financial consultants in the branch offices joining the com¬ 
pany each year, Merrill Lynch couldn't bring them all to the residential training fa¬ 
cility or send trainers to each branch location. As a result, Merrill Lynch created the 
Learning Network, which includes online training, databases of stories of successful 
financial consultants, online job aids, and performance support tools. In addition, the 
Learning Network allows financial consultants to personalize their learning network 
home page, customizing their own learning plans. The ability of all employees to ac¬ 
cess e-learning has changed the role of classroom instruction. Previously classroom 
training delivered all training content, but now prerequisite training is provided on 
the Learning Network for every classroom session. The design of classroom and 
e-learning components is coordinated, ensuring little redundancy. E-learning pro¬ 
vides fundamental information, examples, best practices, consulting experiences, and 
key communications from the company. The classroom component focuses on appli¬ 
cations, pmctice, and personalized coaching from employees who serve as instructors. 
Future plans are for the Learning Network to deliver live, interactive presentations. 
Improved search capabilities will allow users to find related training content any¬ 
where in the company and in websites outside the company. Future e-learning con¬ 
tent will be built by employees, customized to their needs. 

Effective e-learning is grounded on a thorough needs assessment and complete 
learning objectives. Repurposing refers to directly translating an instructor-led, face- 
to-face training program online. Online learning that merely repurposes an ineffec¬ 
tive training program will remain ineffective. Unfortunately, in their haste to develop 
online learning, many companies are repurposing bad training! The best e-learning 
combines the advantages of the Internet with the principles of a good learning envi¬ 
ronment. Effective online learning takes advantage of the Web's dynamic nature and 
ability to use many positive learning features, including linking to other training sites 
and content through the use of hyperlinks, providing learner control, and allowing 
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the trainee to collaborate with other learners. Learner control refers to the ability of 
trainees to actively learn through self-pacing, exercises, exploring links to other ma¬ 
terial, and conversations with other trainees and experts. That is, online learning al¬ 
lows activities typically led by the instructor (presentation, visuals, slides), trainees 
(discussion, questions), and group interaction (discussion of application of training 
content) to be incorporated into training without trainees or the instructor having to 
be physically present in a training room. Effective online learning gives trainees 
meaningful content, relevant examples, and the ability to apply content to work 
problems and issues. Also, trainees can practice and receive feedback through prob¬ 
lems, exercises, assignments, and tests. 

Qroup-Building Methods. Group-building methods help trainees share ideas and 
experiences, build group or team identity, understand the dynamics of interpersonal 
relationships, and get to know their own strengths and weaknesses and those of their 
coworkers. Various training techniques are available to improve work group or team 
performance, to establish a new team, and to improve interactions among different 
teams. All involve examination of feelings, perceptions, and beliefs about the func¬ 
tioning of the team; discussion; and development of plans to apply what was learned 
in training to the team’s performance in the work setting. 

Adventure Learning. Adventure learning develops teamwork and leadership skills 
using structured outdoor activities. 98 Adventure learning appears to be best suited for 
developing skills related to group effectiveness, such as self-awareness, problem solv¬ 
ing, conflict management, and risk taking. Adventure learning may involve strenu¬ 
ous, challenging physical activities such as dogsledding or mountain climbing. It can 
also use structured individual and group outdoor activities such as climbing walls, 
going through rope courses, making trust falls (in which each trainee stands on a table 
and falls backward into the arms of fellow group members), climbing ladders, and 
traveling from one tower to another using a device attached to a wire that connects 
the two towers. 

For example, a Chili’s restaurant manager in adventure learning was required to 
scale a three-story-high wall. 99 About two-thirds away from the top of the wall the 
manager became very tired. She successfully reached the top of the wall using the ad¬ 
vice and encouragement shouted from team members on the ground below. When 
asked to consider what she learned from the experience, she reported that the exer¬ 
cise made her realize that reaching personal success depends on other people. At her 
restaurant, everyone has to work together to make the customers happy. 

For adventure learning programs to succeed, the exercises should be related to the 
types of skills that participants are expected to develop. Also, after the exercises, a 
skilled facilitator should lead a discussion about what happened in the exercise, what 
was learned, how the exercise relates to the job situation, and how to set goals and 
apply what was learned on the job. 100 

Does adventure learning work? Rigorous evaluations of the impact of adventure 
learning on productivity and performance have not been conducted. However, par¬ 
ticipants often report that they gained a greater understanding of themselves and the 
ways they interact with their coworkers. One key to the success of an adventure learn¬ 
ing program may be the insistence that whole work groups participate together so that 
group dynamics that inhibit effectiveness can emerge and be discussed. 

The physically demanding nature of adventure learning and the requirement that 
trainees often have to touch each other in the exercises may increase the company’s 
risk for negligence claims due to personal injury, intentional infliction of emotional 
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distress, and invasion of privacy. Also, the Americans with Disabilities Act (discussed 
in Chapter 3) raises questions about requiring employees with disabilities to partici¬ 
pate in physically demanding training experiences. 101 

Team Training. Team training coordinates the performance of individuals who work 
together to achieve a common goal. Such training is an important issue when infor¬ 
mation must be shared and individuals affect the overall performance of the group. 
For example, in the military as well as the private sector (think of nuclear power 
plants or commercial airlines), much work is performed by crews, groups, or teams. 
Success depends on coordination of individual activities to make decisions, team per¬ 
formance, and readiness to deal with potentially dangerous situations (like an over¬ 
heating nuclear reactor). 

Team training strategies include cross-training and coordination training. 102 In 
cross-training team members understand and practice each other's skills so that mem¬ 
bers are prepared to step in and take another member's place. Coordination training 
trains the team in how to share information and decisions to maximize team per¬ 
formance. Coordination training is especially important for commercial aviation and 
surgical teams, who monitor different aspects of equipment and the environment but 
must share information to make the most effective decisions regarding patient care or 
aircraft safety and performance. Team leader training refers to training the team 
manager or facilitator. This may involve training the manager how to resolve conflict 
within the team or help the team coordinate activities or other team skills. 

Team training usually involves multiple methods. For example, a lecture or video 
may disseminate knowledge regarding communication skills to trainees. Role plays or 
simulations may let trainees practice the communication skills emphasized in the lec¬ 
ture. Boeing utilized team training to improve the effectiveness of teams used to de¬ 
sign the Boeing 777.103 At Boeing, 250 teams with 8 to 15 members each worked on 
the design of the aircraft. Team members included engineers with different specialties 
(such as design engineers and production engineers), reliability specialists, quality ex¬ 
perts, and marketing professionals. This type of team is known as a concurrent engi¬ 
neering team because employees from all the business functions who are needed to de¬ 
sign the aircraft work together at the same time. Concurrent engineering team 
members must understand how the process or product they are working on fits with 
the finished product. Because each 777 aircraft contains millions of parts, it is impor¬ 
tant that they fly together! 

Boeing's team training approach began with an extensive orientation emphasizing 
how team members were supposed to work together. Following orientation, the teams 
were given their work assignments. Trainers helped the teams work through issues and 
problems as needed; that is, trainers were available to help the teams if they requested 
help in communication skills, conflict resolution, and leadership. 

Research suggests that effective teams develop procedures to identify and resolve 
errors, coordinate information gathering, and reinforce each other. 104 

Action Learning. In action learning teams or work groups get an actual business 
problem, work on solving it and commit to an action plan, and are accountable for 
carrying out the plan. 105 Typically, action learning involves between 6 and 30 em¬ 
ployees; it may also include customers and vendors. Ther-.e are several variations on 
the composition of the group. In one variation the group includes a single customer 
for the problem being dealt with. Sometimes the groups include cross-functional team 
members (members from different company departments) who all have a stake in the 
problem. Or the group may involve employees from multiple functions who all focus 
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on their own functional problems, each contributing to helping solve the problems 
identified. For example. Whirlpool used action learning to recover overpaid duty on 
compressors the company was importing from Brazil. Members of the procurement 
group formed a team to implement Whirlpool's strategies for cost reduction and in¬ 
ventory control. The team developed a process for recovering the duty, saving 
Whirlpool hundreds of thousands of dollars a year. 

Action learning is widespread in Europe but is just starting in the United States. 
Although action learning has not been formally evaluated, the process appears to 
maximize learning and transfer of training because it involves real problems. Also, ac¬ 
tion learning can identify dysfunctional team dynamics that can get in the way of ef¬ 
fective problem solving. 


Evaluating Training Programs 

Examining the outcomes of a program helps in evaluating its effectiveness. These out¬ 
comes should be related to the program objectives, which help trainees understand 
the purpose of the program. Training outcomes can be categorized as cognitive out¬ 
comes, skill-based outcomes, affective outcomes, results, and return on investment. 106 


Cognitive Outcomes 

Cognitive outcomes determine the degree to which trainees are familiar with princi¬ 
ples, facts, techniques, procedures, or processes emphasized in the training. Cognitive 
outcomes measure what trainees learned in the program, typically via paper-and- 
pencil tests. 

Skill-Based Outcomes 

Skill-based outcomes—technical or motor skills and behaviors-—include acquisition 
or learning of skills (skill learning) and use of skills on the job (skill transfer). The ex¬ 
tent to which trainees have learned skills can be evaluated by observing their per¬ 
formance in work samples such as simulators. Skill transfer is usually determined by 
observation. For example, a resident medical student may perform surgery while the 
surgeon carefully observes, giving advice and assistance as needed. Peers and man¬ 
agers may also rate trainees’ behavior or skills based on their observations. 


Affective Outcomes 

Affective outcomes include attitudes and motivation. One type of affective outcome 
is trainees’ reactions toward the training program. Reaction outcomes are trainees’ 
perceptions of the program including the facilities, trainers, and content. (Reaction 
outcomes are often referred to as a measure of “creature comfort.”) This information 
is typically collected at the program’s conclusion. Reactions are useful for identifying 
what trainees thought was successful and what inhibited learning. 

Reaction outcomes are typically collected via a questionnaire that usually asks 
questions like the following: “How satisfied are you with the training program?” “Did 
the session meet your personal expectations?” “How comfortable did you find the 
classroom?” Keep in mind that while reactions provide useful information, they usu¬ 
ally relate only weakly to learning or transfer of training. 

Other affective outcomes that might be evaluated include tolerance for diversity, 
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motivation to learn, safety attitudes, and customer service orientation. Affective 
outcomes can be measured using surveys. The specific attitude of interest depends 
on the program objectives. For example, attitudes toward equal employment oppor¬ 
tunity laws might be an appropriate outcome to use in evaluating a diversity training 

program. 
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Results are used to determine training’s payoff for the company. Examples of results 
include reduced costs related to employee turnover or accidents, increased produc¬ 
tion, and improvements in product quality or customer service. For example, to eval¬ 
uate a program designed to teach delivery van drivers safe driving practices, Federal 
Express tracked drivers’ accidents and injuries over a 90-day period after they had 
completed the training. 107 
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Return on Investment 

Return on investment (ROI) refers to comparing the training’s monetary benefits 
with its cost. Training costs include direct and indirect costs. 108 Direct costs include 
salaries and benefits for all employees involved in training, including trainees, in¬ 
structors, consultants, and employees who design the program; program material an 
supplies; equipment or classroom rentals or purchases; and travel costs. Indirect costs 
are not related directly to the design, development, or delivery of the training pro¬ 
gram. They include general office supplies, facilities, equipment, and related ex¬ 
penses; travel and expenses not directly billed to one program; training department 
management and staff salaries not related to any one program; and administrative and 
staff support salaries. Benefits refer to what the company gains from the training pro¬ 
gram. Later in the chapter we will show a detailed example of how to determine t e 
costs, benefits, and return on investment from a training program. 

Which training outcomes measure is best? The answer depends on the training ob¬ 
jectives. For example, if the instructional objectives identified business-related out¬ 
comes such as increased customer service or product quality, then results outcomes 
should be included in the evaluation. Both reaction and cognitive outcomes are usu¬ 
ally collected before the trainees leave the training site. As a result, these measures 
do not help determine the extent to which trainees actually use the training content 
in their jobs (transfer of training). Skill-based, affective, and results outcomes meas¬ 
ured following training can be used to determine transfer of training—that is, the ex¬ 
tent to which training has changed behavior, skills, or attitudes or directly influenced 
objective measures related to company effectiveness (such as sales). 

Reasons for Evaluating Training 

Many companies are beginning to invest millions of dollars in training programs to 
gain a competitive advantage. Firms with high-leverage training practices not only 
invest large sums of money in developing and administering training programs but 
also evaluate training programs. Why should training programs be evaluated? 

1. To identify the program’s strengths and weaknesses. This includes determining 
whether the program is meeting the learning objectives, the quality of the learn¬ 
ing environment, and whether transfer of training to the job is occurring. 

2. To assess whether the content, organization, and administration of the program 
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(including the schedule, accommodations, trainers, and materials) contribute to 
learning and the use of training content on the job. 

3. To identify which trainees benefited most or least from the program. 

4. To gather marketing data by asking participants whether they would recommend 
the program to others, why they attended the program, and their level of satis¬ 
faction with the program. 

5. To determine the financial benefits and costs of the program. 

6. To compare the costs and benefits of training to nontraining investments (such 
as work redesign or better employee selection). 

7. To compare the costs and benefits of different training programs to choose the 
best program. 

Walgreens is a good example of a company that has reconsidered the role of train¬ 
ing based on evaluation data. A Walgreens training course for new technicians was 
developed to replace on-the-job training they received from the pharmacists who 
hired them. This course involved 20 hours of classroom training and 20 hours of su¬ 
pervision on the job. Because the company has several thousand stores, large amounts 
of money and time were invested in the training, so the company decided to evalu¬ 
ate the program. 

The evaluation consisted of comparing technicians who had completed the pro¬ 
gram with some who had not. Surveys about new employees' performance were sent 
to the pharmacists who supervised the technicians. Some questions related to speed 
of entering patient and drug data into the store computer and how often the techni¬ 
cian offered customers generic drug substitutes. The results showed that formally 
trained technicians were more efficient and wasted less of the pharmacist's time than 
those who received traditional on-the-job training. Sales in pharmacies with formally 
trained technicians exceeded sales in pharmacies with on-the-job-trained techni¬ 
cians by an average of $9,500 each year. 1 09 


Evaluation Designs 

A number of different evaluation designs can be applied to training programs. 

Pretest/Posttest with Comparison Group. This method compares a group of em¬ 
ployees who receive training and a group who do not. Outcome measures are col¬ 
lected from both groups before and after training. If improvement is greater for the 
training group than the comparison group, this provides evidence that training is re¬ 
sponsible for the change. 

Pretest/Posttest. This method is similar to the pretest/posttest comparison group de¬ 
sign but has one major difference: no comparison group is used. The lack of a com¬ 
parison group makes it difficult to rule out the effects of business conditions or other 
factors as explanations for changes. This design is often used by companies that want 
to evaluate a training program but are uncomfortable with excluding certain employ¬ 
ees or that intend to train only a small group of employees. 

Posttest Only. In this method only training outcomes are collected. This design can 
be strengthened by adding a comparison group (which helps to rule out alternative 
explanations for changes). The posttest-only design is appropriate when trainees (and 
the comparison group, if one is used) can be expected to have similar levels of knowl¬ 
edge, behavior, or results outcomes (same number of sales, equal awareness of how to 
close a sale) prior to training. 
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Time Series. In the time-series method, training outcomes are collected at periodic 
intervals before and after training. (In the other evaluation designs we have discussed, 
training outcomes are collected only once before and after training.) A comparison 
group can also be used with a time-series design. One advantage of the time-series de¬ 
sign is that it allows analysis of the stability of training outcomes over time. This type 
of design is frequently used to evaluate training programs that focus on improving 
readily observable outcomes (such as accident rates, productivity, and absenteeism) 
that vary over time. For example, a time-series design was used to evaluate the extent 
to which a training program helped improve the number of safe work behaviors in a 
food manufacturing plant. 110 Observations of safe work behaviors were made for 25 
weeks. Training directed at increasing the number of safe behaviors was introduced 
after approximately five weeks. The number of safe acts observed varied across the ob¬ 
servation period. However, the number of safe behaviors increased after training and 
remained stable across the observation period. 

There is no one appropriate evaluation design. Several factors need to be consid¬ 
ered in choosing one: 111 

• Size of the training program. 

• Purpose of training. 

• Implications if a training program does not work. 

• Company norms regarding evaluation. 

• Costs of designing and conducting an evaluation. 

• Need for speed in obtaining program effectiveness information. 

For example, if a manager is interested in determining how much employees’ com¬ 
munications skills have changed as a result of a behavior-modeling training program, 
a pretest/posttest comparison group design is necessary. Trainees should be randomly 
assigned to training and no-training conditions. These evaluation design features give 
the manager a high degree of confidence that any communication skill change is the 
result of participating in the training program. 112 This type of evaluation design is also 
necessary if the manager wants to compare the effectiveness of two training programs. 

Evaluation designs without pretesting or comparison groups are most appropriate 
if the manager is interested in identifying whether a specific level of performance has 
been achieved (for example, can employees who participated in behavior-modeling 
training adequately communicate their ideas?). In this situation the manager is not 
interested in determining how much change has occurred. 

Arthur Andersen’s evaluation strategy for a training course delivered to the com¬ 
pany’s tax professionals is a good example of how company norms regarding evalua¬ 
tion and the purpose of training influence the type of evaluation design chosen. 113 
Arthur Andersen views training as an effective method for developing human re¬ 
sources. Training is expected to provide a good return on investment. The company 
used a combination of affective, cognitive, behavior, and results criteria to evaluate a 
five-week course designed to prepare tax professionals to understand state and local 
tax law. The course involved two weeks of self-study and three weeks of classroom 
work. A pretest/posttest comparison design was used. Before they took the course, 
trainees took a test to determine their knowledge of state and local tax laws and com¬ 
pleted a survey designed to assess their self-confidence in preparing accurate tax re¬ 
turns. The evaluators also identified the trainees’ (accountants’) billable hours related 
to calculating state and local tax returns and the revenue generated by the activity. 
After the course, evaluators again identified billable hours and surveyed trainees’ self- 
confidence. The evaluation indicated that the accountants were spending more time 
doing state and local tax work. Also, the trained accountants produced more revenue 
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doing state and local tax work than accountants who had not yet received the train¬ 
ing (comparison group). There was a significant improvement in the accountants' 
confidence following training, and they were more willing to promote their expertise 
in state and local tax preparation. After 15 months the amount of revenue gained by 
the company more than offset the cost of training; on average, the increase in rev¬ 
enue for the trained tax accountants was more than 10 percent. 


Determining Return on Investment 

Cost-benefit analysis is the process of determining the economic benefits of a train¬ 
ing program using accounting methods, which involves determining training costs 
and benefits. Training cost information is important for several reasons: 

1. To understand total expenditures for training, including direct and indirect costs. 

2. To compare the costs of alternative training programs. 

3. To evaluate the proportion of money spent on training development, adminis¬ 
tration, and evaluation, as well as to compare monies spent on training for dif¬ 
ferent groups of employees (such as exempt versus nonexempt). 

4. To control costs. 114 


Cost-benefit 

analysis 

The process of 
determining the 
economic benefits 
of a training 
program using 
accounting 
methods. 


Determining Costs. As we discussed earlier, training costs include direct and indi¬ 
rect costs.ns One method for comparing costs of alternative training programs is the 
resource requirements model. 116 This model compares equipment, facilities, person¬ 
nel. and materials costs across different stages of the training process (training design, 
implementation, needs assessment, development, and evaluation). The resource re¬ 
quirements model can help determine overall differences in costs between training 
programs. Also, costs incurred at different stages of the training process can be com¬ 
pared across programs. 

Determining Benefits. To identify the potential benefits of training, the company 
must review the original reasons for the training. For example, training may have 
been conducted to reduce production costs or overtime costs or to increase repeat 
business. A number of methods may help identify the benefits of training: 

1. Technical, academic, and practitioner literature summarizes the benefits that 
have been shown to relate to a specific training program. 

2. Pilot training programs assess the benefits for a small group of trainees before a 
company commits more resources. 

3. Observing successful job performers can help a company determine what they do 
differently than unsuccessful job performers. 117 

4. Trainees and their managers can provide estimates of training benefits. 

Making the Analysis. A cost-benefit analysis is best explained by an example. lls A 
wood plant produced panels that contractors used as building materials. The plant 
employed 300 workers, 48 supervisors, seven shift superintendents, and a plant man¬ 
ager. The business had three problems. First, 2 percent of the wood panels produced 
each day were rejected because of poor quality. Second, the production area was ex¬ 
periencing poor housekeeping, such as improperly stacked finished panels that would 
fall on employees. Third, the number of preventable accidents was higher than the 
industry average. To correct these problems, supervisors were trained in performance 
management, interpersonal skills related to quality problems and poor work habits of 
employees, and rewarding employees for performance improvement. The supervisors, 
shift superintendents, and plant manager attended training. Training was conducted 
in", hntpj rlnsp tn thp nbnt. The training mogram. nurchased from a consultant, used 
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videotape. Also, the instructor for the program was a consultant. Costs were deter¬ 
mined as shown in Table 7.9. Benefits of the training were identified by considering 
why training was conducted (quality of panels, housekeeping, accidents). Table 7.10 
shows how benefits were determined . 


••• legallssues 

Certain training situations can make an employer vulnerable to legal actions. 119 

Employee Injury During Training. On-the-job training and simulations often use 
work tools and equipment (welder, printing press) that could cause injury if incor¬ 
rectly used. Workers' compensation laws in many states make employers responsible 
for paying employees their salary and/or providing them with a financial settlement 
for injuries received during any employment-related activity such as training. Man¬ 
agers should ensure that employees are warned of potential dangers front incorrectly 
using equipment and that safety equipment is used. 


TABLE 7.9 

Training Program 
Costs 


x56t 


Direct costs 

Instructor 

In-house instructor (12 days @ $125 per day) 

Fringe benefits (25% of salary) 

Travel expenses 
Materials ($60 x 56 trainees) 

Classroom space and audiovisual equipment (12 days @ $50 per day) 
Refreshments ($4 per day x 3 days x 56 trainees) 

Total direct costs 


Tr»if)ing.manegement . . 

■rical and administrative salaries 
ige benefits (25% of salary) 

Postage, shipping, and tefephphe 
' "" 1 " '* graining learning materia 
indirect costs 
Development costs 
Fee for program purchase 
Instructor training 
Registration fee 
Travel and lodging 
Salary 

Benefits (25% of salary) 

Total development costs 

■ costs 

ganizational support, top ma w 
#ct, indirect, and development cc 

Compensation for trainees 

Trainees' salaries and benefits (based on time away from job) 
Total training costs 
Cost per trainee 









$ 0 
1,500 
375 
0 

3,360 
600 
672 
$ 6,507 


$ 


. . - 


750 
167 ’ 

0 f 

1 §$24 

$ 1,141 

$ 3,600 

1,400 
975 
625 
156 
$ 6,756 


$ 1,443 
$ 1,443 

$16,969 
$32,836 
$ 587 
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Determination of Training Benefits 
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’20 per day 
72,800 per 


Housekeeping Visual inspection 10 defects 


using 20-item (average) 
checklist 


(average) 


Operational results $220,800 


Return 


Investment 


Training costs 


Not 

measurable 
in $ 


OPERATIONAL 

HOW 

RESULTS BEFORE 

RESULTS AFTER 

DIFFERENCES 

EXPRESSED 

RESULTS AREA 

MEASURED 

TRAINING 

TRAINING 

(+ OR -) 

IN 


SOURCE: Adapted from D.G. Robinson and J. Robinson, "Training for Impact," Training & Development Journal, August 1989, 

pp. 30-42. 


Employees or Others Injured Outside a Training Session. Managers should ensure 
that trainees have the necessary level of competence in knowledge, skills, and be¬ 
haviors before they are allowed to operate equipment or interact with customers. 
Even if a company pays for training to be conducted by a vendor, it is still liable for 
injuries or damages resulting from the actions of poorly, incorrectly, or incompletely 
trained employees. 

Breach of Confidentiality or Defamation. Managers should ensure that information 
placed in employees' files regarding performance in training activities is accurate. 
Also, before discussing an employee's performance in training with other employees 
or using training performance information for promotion or salary decisions, man¬ 
agers should tell employees that training performance will be used in that manner. 

Reproducing and Using Cupyrighted Material in Training Classes without Per¬ 
mission. Copyrights protect the expression of an idea (such as a training manual for 
a software program) but not the ideas that the material contains (such as the use of 
help windows in the software program). Copyrights also prohibit others from creating 
a product based on the original work and from copying, broadcasting, or publishing 
the product without permission. 

The use of videotapes, learning aids, manuals, and other copyrighted materials in 
training classes without obtaining permission from the owner of the material is ille¬ 
gal. Managers should ensure that all training materials are purchased from the vendor 
or consultant who developed them or that permission to reproduce materiakhas been 
obtained. For example, Wilson Learning Corporation-a major developer and dis¬ 
tributor of training-related products-holds the copyright to its sales training materi¬ 
als. To use the product, clients must pay Wilson Learning a fee and agree to attend a 
training seminar to familiarize them with the materials. 
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Reasonable 

accommodation 

Making training 
facilities accessible 
and usable by 
persons with 
disabilities. 


Excluding Women, Minorities, and Older Employees from Training Programs. 

Women, minorities, and older employees can be illegally excluded from training pro¬ 
grams by not being made aware of opportunities for training or purposeful exclusion 
from enrolling in training programs. Managers and trainers must ensure that stereo¬ 
types do not influence (1) decisions about whom to send to training programs or 
(2) to whom training opportunities are communicated. For example, stereotypes such 
as “older workers are resistant to change” and “women are not aggressive enough for 
managerial positions” may result in excluding qualified women and older workers 
from training programs. 

Not Ensuring Equal Treatment of All Employees While in Training. Equal treat¬ 
ment of all trainees means that conditions of the learning environment such as op¬ 
portunities for practice, feedback, and role playing are available for all trainees re¬ 
gardless of their background. Also, trainers should avoid jokes, stories, and props that 
might create a hostile learning environment. 

Requiring Employees to Attend Programs That Might Be Offensive. Allstate In¬ 
surance has been the focus of several religious discrimination lawsuits by insurance 
agents who found Scientology principles emphasized in agent training programs to be 
offensive and counter to their religious beliefs (for example, employees who met their 
sales goals were not to be questioned no matter how they behaved, but persons who 
failed to meet their sales goals deserved to be harassed and treated poorly). 120 

Revealing Discriminatory Information During a Training Session. At Lucky Store 
Foods, a California supermarket chain, notes taken by a trainer during a diversity 
training program were used as evidence of discrimination. 121 In the training session 
supervisors were asked to verbalize their stereotypes. Some comments ( women cry 
more,” “black women are aggressive”) were derogatory toward women and minorities. 
The plaintiff in the case used the trainer’s notes as evidence that the company con¬ 
ducted the training session to avoid an investigation by the Equal Employment Op¬ 
portunity Commission. The case was settled out of court. 

Not Accommodating Trainees with Disabilities. As we discussed in Chapter 3, the 
Americans with Disabilities Act (ADA) of 1990 prohibits individuals with disabilities 
from being discriminated against in the workplace. 

In the context of training, reasonable accommodation refers to making training fa¬ 
cilities readily accessible to and usable by individuals with disabilities. Reasonable ac¬ 
commodation may also include modifying instructional media, adjusting training 
policies, and providing trainees with readers or interpreters. Employers are not re¬ 
quired to make reasonable accommodations if the person does not request them. Em¬ 
ployers are also not required to make reasonable accommodations if persons are not 
qualified to participate in training programs (for example, if they lack the prerequisite 
certification or educational requirements). 

One example of how the ADA might influence training activities involves adven¬ 
ture learning. Adventure learning experiences demand a high level of physical fitness. 
Employees who have a disability cannot be required to attend adventure learning 
training programs or penalized for not participating in such programs. 122 If it does not 
cause an undue hardship, employees should be offered an .alternative program for de¬ 
veloping the learned capabilities emphasized in the adventure learning program. 

It is impossible to give specific guidelines regarding the type of accommodations 
that trainers and managers should make to avoid violating the ADA. It is important 
to identify if the training is related to “essential” job functions. That is, are the tasks 
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or knowledge, skills, and abilities that are the focus of training fundamental to the po¬ 
sition? To the extent that the disability makes it difficult for the person to receive 
training necessary to complete essential job functions, managers must explore 
whether it is possible to make reasonable accommodations . 


••• Cross-Cultural Preparation 

As we mentioned in Chapter 1, companies today are challenged to expand globally. 
Because of the increase in global operations, employees often work outside their 
country of origin or work with employees from other countries. An expatriate works 
in a country other than his or her country of origin. For example, Microsoft is head¬ 
quartered in the United States but has facilities around the world. To be effective, ex¬ 
patriates in the Microsoft Mexico operations in Mexico City must understand the re¬ 
gion's business and social culture. Because of a growing pool of talented labor around 
the world, greater use of host-country nationals is occurring. 123 A key reason is that a 
host-country national can more easily understand the values and customs of the 
workforce than an expatriate can. Also, training and transporting U.S. employees and 
their families to a foreign assignment and housing them there tend to be more ex¬ 
pensive than hiring a host-country national. We discuss international human re¬ 
source management in detail in Chapter 15. Here the focus is on understanding how 
to prepare employees for expatriate assignments. 

Cross-cultural preparation educates employees (expatriates) and their families 
who are to be sent to a foreign country. To successfully conduct business in the global 
marketplace, employees must understand the business practices and the cultural 
norms of different countries. 


Steps in Cross-Cultural Preparation 

To prepare employees for cross-cultural assignments, companies need to provide 
cross-cultural training. Most U.S. companies send employees overseas without any 
preparation. As a result, the number of employees who return home before complet¬ 
ing their assignments is higher for U.S. companies than for European and Japanese 
companies.I 24 U.S. companies lose more than $2 billion a year as a result of failed 
overseas assignments. 

To succeed overseas, expatriates (employees on foreign assignments) need to be 

1. Competent in their areas of expertise. 

2. Able to communicate verbally and nonverbally in the host country. 

3. Flexible, tolerant of ambiguity, and sensitive to cultural differences. 

4. Motivated to succeed, able to enjoy the challenge of working in other countries, 
and willing to learn about the host country's culture, language, and customs. 

5. Supported by their families. 125 

One reason for U.S. expatriates' high failure rate is that companies place more em¬ 
phasis on developing employees' technical skills than on preparing them to work in 
other cultures. Research suggests that the comfort of an expatriate's spouse ,and fam¬ 
ily is the most important determinant of whether the employee will complete the as¬ 
signment.I 26 Studies have also found that personality characteristics are related to ex¬ 
patriates' desire to terminate the assignment and performance in the assignment. 127 
Expatriates who were extroverted (outgoing), agreeable (cooperative and tolerant), 


Expatriate 

Employee sent by 
his or her company 
to manage 
operations in a 
different country. 


Cross-cultural 

preparation 

The process of 
educating 
employees (and 
their families) who 
are given an 
assignment in a 
foreign country. 



COMPETING 

THROUGH 

GLOBALIZATION 


Supportive Benefits 
and Technology Ease 
the Transitiori[to Foreign 
Assignments 


One major reason that employ- vides a $10,000 allowance that expatriates eliminate exposing 

ees refuse expatriate the spouse can use in many dif- the families to the culture shod 

assignments is that they can't ferent ways, A person at the of an overseas move; they also 

afford to lose their spouses' in- expatriate location helps the allow employees to manage 

come or are concerned that spouse with professional devel- globally while keeping in closer 

their spouses'careers will be opment and beating touch with the home office. Vir r 

derailed if they are out of the'- - educational or other resources. tual expatriates are also less 

workforce for a few years. Some In countries where the spouse is expensive than traditional expa- 

"trailing" spouses decide to allowed to work, Pfizer tries to triates, who can cost companies 

us$ the time to pursue educa- find him or her a job within the over three times as much as a 

.ttprt that could contribute to company. Pfizer also provides host national employee. One 

their long-term career goals. cross-cultural counseling and disadvantage of virtual expatri- 

But it is difficult to find these language assistance and tries to ates is that visiting a foreign 

opportunities in an unfamiliar connect the family with the ex- operation sporadically may 


place. Companies are providing patriate com 


creative benefits to ensure that Because of the difficulty in 
the assignments do not break getting employees to accept 


lengthen thetlr 


up marriages and families. For 
example, the London-based 
president for Xerox Corporation 
receives a mobility allowance 
for hotels and travel that allows 
him to return to the family 
home in Paris on weekends. 
Companies are also offering 
higher salaries and shorter as¬ 
signments and are helping 
spouses find jobs. Pfizer, the 
pharmaceutical company, pro-. 


foreign assignments and the 
low success rate of such assign¬ 
ments, companies are creating 
"virtual" expatriate positions. 
Virtual expatriates manage an 
operation abroad without being 
located permanently in that 
country. The employees travel 
to the overseas location and 
use videoconferencing and 
communications technology to 
manage the operation. Virtual 


build a local management team 
and slow probtem solving be¬ 
cause of the Jack of a strong 
personal relationship with local 
employees. 

SOURCE: Based en J. Flynri, “E-mail, Cell ' 
Phones, and Frequent-Flier Miles Let Virtual' 
Expats Work Abroad but Uve at Home," The 
Wall Street Journal (October 25, 1999), p. 
A26; J. Flynn, "Multinationals Help Career 
Couples Deal with Strains Affecting 
Expatriates," The Wall Street Journal (August 
8, 2000), p. A19-, C. Solomon; "The World 
Stops Shrinking," Workforce,January 2000, 
pp. 48-51; C. Solomon, "Unhappy Trails," 

1 Workforce, August 2000, pp. 36-41. 


and conscientious (dependable, achievement oriented) were more likely to want to 
stay on the assignment and perform well. This suggests that cross-cultural training 
may be effective only when expatriates' personalities predispose them to be success¬ 
ful in assignments in other cultures. 

The key to a successful foreign assignment appears to be a combination of training 
and career management for the employee and family. The:'Competing through Glob¬ 
alization" box above shows how companies are using technology and providing ben¬ 
efits to support expatriates and their families. Foreign assignments involve three 
phases: predeparture, on-site, and repatriation (preparing to return home). Training 
is necessary in all three phases. 
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Predeparture Phase 

Before departure, employees need to receive language training and an orientation to 
the new country's culture and customs. It is critical that the family be included in ori¬ 
entation programs. Expatriates and their families need information about housing, 
schools, recreation, shopping, and health care facilities in the areas where they will 
live. Expatriates also must discuss with their managers how the foreign assignment fits 
into their career plans and what types of positions they can expect upon return. 

Cross-cultural training methods range from presentational techniques, such as lec¬ 
tures that expatriates and their families attend on the customs and culture of the host 

country, to actual experiences in the home country in culturally diverse communi- 
129 

ties. Experiential exercises, such as miniculture experiences, allow expatriates to 
spend time with a family in the United States from the ethnic group of the host coun¬ 
try. 

Research suggests that the degree of difference between the United States and the 
host country (cultural novelty), the amount of interaction with host country citizens 
and host nationals (interaction), and the familiarity with new job tasks and work en¬ 
vironment (job novelty) all influence the "rigor" of the cross-cultural training method 
used Iands-on and group building methods are most effective (and most needed) 
in assignments with a high level of cultural and job novelty that require a good deal 
of interpersonal interaction with host nationals. 


On-Site Phase 

On-site training involves continued orientation to the host country and its customs 
and cultures through formal programs or through a mentoring relationship. Expatri¬ 
ates and their families may be paired with an employee from the host country who 
helps them understand the new, unfamiliar work environment and community. 131 


Repatriation Phase 

Repatriation prepares expatriates for return to the parent company and country from 
the foreign assignment. Expatriates and their families are likely to experience high 
levels of stress and anxiety when they return because of the changes that have oc¬ 
curred since their departure. Employees should be encouraged to self-manage the 
repatriation process. 132 Before they go on the assignment they need to consider what 
skills they want to develop and the types of jobs that might be available in the com¬ 
pany for an employee with those .skills. Because the company changes and colleagues, 
peers, and managers may leave while the expatriate is on assignment, they need to 
maintain contact with key company and industry contacts. Otherwise, on return the 
employees' reentry shock will be heightened due to having to deal with new col¬ 
leagues, a new job, and a company culture that may have changed. This includes pro¬ 
viding expatriates with company newsletters and community newspapers and by en¬ 
suring that they receive personal and work-related mail from the United States while 
they are on foreign assignment. It is also not uncommon for employees and their fam¬ 
ilies to have to readjust to a lower standard of living in the United States than they 
had in the foreign country, where they may have enjoyed maid service, a limousine, 
private schools, and clubs. Salary and other compensation arrangements should be 
worked out well before employees return from overseas assignments. 

Aside from reentry shock, many expatriates decide to leave the company because 
the assignments they are given upon returning to the United States have less respon- 


Repatriation 

The preparation of 
expatriates for 
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companr and 
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sibility, challenge, and status than their foreign assignments. 133 As noted earlier, career 
planning discussions need to be held before the employees leave the United States to 
ensure that they understand the positions they will be eligible for upon repatriation. 

Monsanto has a successful repatriation program. Monsanto is an agricultural, 
chemical, and pharmaceutical company with 50 expatriates and 35 international em¬ 
ployees working in the United States. Preparation for repatriation begins before the 
employee leaves the United States. Employees and both their sending and receiving 
managers develop an agreement about their understanding of the assignment and 
how it fits into the company’s business objectives. Expectations regarding the assign¬ 
ment and how the knowledge gained will be used when the employee returns are 
specified. In Monsanto’s program expatriates share their experiences with American 
peers, superiors, and subordinates. The program also gives repatriating employees a 
way to work through personal difficulties. After their return, expatriates meet with 
several colleagues of their choice for a debriefing segment. The debriefing segment in¬ 
cludes a trained counselor who discusses all the important aspects of the repatriation 
and helps the employee understand what he or she is experiencing. The debriefing 
not only helps the returning expatriate but also helps educate peers and colleagues to 
better understand different cultural issues and business environments. 134 


Managing diversity 

The process of 
creating an 
environment that 
allows all employees 
to contribute to 
organizational goals 
and experience 
personal growth. 


■•H Managing Workforce Diversity 

The goals of diversity training are (1) to eliminate values, stereotypes, and manage¬ 
rial practices that inhibit employees’ personal development and therefore (2) to allow 
employees to contribute to organizational goals regardless of their race, sexual orien¬ 
tation, gender, family status, religious orientation, or cultural background. 135 Because 
of Equal Opportunity Employment laws, companies have been forced to ensure that 
women and minorities are adequately represented in their labor force. That is, com¬ 
panies have focused on ensuring equal access to jobs. Managing diversity involves 
creating an environment that allows all employees to contribute to organizational 
goals and experience personal growth. This includes access to jobs as well as fair and 
positive treatment of all employees. This requires the company to develop employees 
so that they are comfortable working with others from a wide variety of ethnic, racial, 
and religious backgrounds. Managing diversity may require changing the company 
culture. It includes the company’s standards and how employees are treated, compet¬ 
itiveness, results orientation, innovation, and risk taking. 

As Chapter 1 said, management of diversity has been linked to innovation, im¬ 
proved productivity, and lower employee turnover and other costs related to human 
resources. 136 For example, Voice Processing Corporation benefits from having em¬ 
ployees with different language skills and cultural orientations. 137 Diversity gives the 
company an edge in producing and marketing software that enables computers to 
process voice commands. 


Managing Diversity through Adherence to Legislation 

One approach to managing diversity is through affirmative action policies and by 
making sure that human resource management practices meet standards of equal em¬ 
ployment opportunity laws. 138 This approach rarely changes employees’ values, 
stereotypes, and behaviors that inhibit productivity and personal development. Fig¬ 
ure 7.7 shows the cycle of disillusionment resulting from managing diversity by rely- 
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SOURCE: HR Magazine by Cresencio Torres and Mary Bruxelles. Copyright © 1992 by Society for 
Human Resource Management. Reproduced with permission of Society for Human Resource 
Management via Copyright Clearance Center. 


FIGURE 7.7 

Cycle of 
Disillusionment 
Resulting from 
Managing Diversity 
through Adherence 
to Legislation 


ing solely on adherence to employment laws. The cycle begins when the company re¬ 
alizes that it must change policies regarding women and minorities because of legal 
pressure or a discrepancy between the number or percentage of women and minori¬ 
ties in the company's workforce and the number available in the broader labor mar¬ 
ket. To address these concerns, a greater number of women and minorities are hired 
by the company. Managers see little need for additional action because women and 
minority employment rates reflect their availability in the labor market. However, as 
women and minorities gain experience in the company, they may become frustrated. 
Managers and coworkers may avoid providing coaching or performance feedback to 
women and minorities because they are uncomfortable interacting with indiviquals 
from different gender, ethnic, or racial backgrounds. Coworkers may express beliefs 
that women and minorities are employed only because they received special treat¬ 
ment (hiring standards were lowered). 139As a result of their frustration, women and 
minorities may form support groups to voice their concerns to management. Because 
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of the work atmosphere, women and minorities may fail to fully utilize their skills and 
leave the company. 


Diversity training 

Training designed to 
change employee 
attitudes about 
diversity and/or 
develop skills 
needed to work with 
a diverse workforce. 
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and change 
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increasing 
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backgrounds, 
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influence behavior 
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Managing Diversity through Diversity Training Programs 

The preceding discussion is not to suggest that companies should be reluctant to en¬ 
gage in affirmative action or pursue equal opportunity employment practices. How¬ 
ever, affirmative action without additional supporting strategies does not deal with is¬ 
sues of assimilating women and minorities into the workforce. To successfully manage 
a diverse workforce, companies need to ensure that 

• Employees understand how their values and stereotypes influence their behavior 

toward others of different gender, ethnic, racial, or religious backgrounds. 

• Employees gain an appreciation of cultural differences among themselves. 

• Behaviors that isolate or intimidate minority group members improve. 

This can be accomplished through diversity training programs. Diversity training 
refers to training designed to change employee attitudes about diversity and/or de¬ 

velop skills needed to work with a diverse workforce. Diversity training programs dif¬ 
fer according to whether attitude or behavior change is emphasized. l40 

Attitude Awareness and Change Programs 

Attitude awareness and change programs focus on increasing employees' awareness of 
differences in cultural and ethnic backgrounds, physical characteristics (such as disabil¬ 
ities), and personal characteristics that influence behavior toward others. The assump¬ 

tion underlying these programs is that, by increasing their awareness of stereotypes and 
beliefs, employees will be able to avoid negative stereotypes when interacting with em¬ 
ployees of different backgrounds. The programs help employees consider the similarities 
and differences between cultural groups, examine their attitudes toward affirmative ac¬ 
tion, or analyze their beliefs about why minority employees are successful or unsuccess¬ 
ful in their jobs. Many of these programs use videotapes and experiential exercises to in¬ 
crease employees' awareness of the negative emotional and performance effects of 
stereotypes, values, and behaviors on minority group members. For example, 3M con¬ 
ducts workshops in which managers are asked to assess their attitudes toward stereotyp¬ 
ical statements about race, age. and gender, 14! The participants select two stereotypes 
they hold and consider how these stereotypes affect their ability to manage. One of the 
most popular video training packages, Copeland Griggs Productions' "Valuing Diversity 
Training Program," involves three days of training that focus on managing differences, 
diversity in the workplace, and cross-cultural communications. 

The attitude awareness and change approach has been criticized for several rea¬ 
sons. 141 First, by focusing on group differences, the program may communicate that 
certain stereotypes and attitudes are valid. For example, in diversity training a male 
manager may learn that women employees prefer to work by building consensus 
rather than by arguing until others agree with their point. He might conclude that 
the training has validated his stereotype. As a result, he will continue to fail to give 
women important job responsibilities that involve heated negotiations with cus¬ 
tomers or clients. Second, encouraging employees to share their attitudes, feelings, 
and stereotypes toward certain groups may cause employees to feel guilty, angry, and 
less likely to see the similarities among racial, ethnic, or gender groups and the ad¬ 
vantages of working together. 
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Behavior-Based Programs 

Behavior-based programs focus on changing the organizational policies and individ¬ 
ual behaviors that inhibit employees' personal growth and productivity. These pro¬ 
grams can take three approaches. 

One approach of these programs is to identify incidents that discourage employees 
from working up to their potential. Groups of employees are asked to identify specific 
promotion opportunities, sponsorship, training opportunities, or performance man¬ 
agement practices that they believe were handled unfairly. Their views regarding how 
well the work environment and management practices value employee differences 
and provide equal opportunity may also be collected. Specific training programs may 
be developed to address the issues presented in the focus groups. 

Another approach is to teach managers and employees basic rules of behavior in 
the workplace. I 41 For example, managers and employees should learn that it is inap¬ 
propriate to use statements and engage in behaviors that have negative racial, sexual, 
or cultural content. Companies that have focused on teaching rules and behavior 
have found that employees react less negatively to this type of training than to other 
diversity training approaches. 

A third approach is cultural immersion: sending employees directly into commu¬ 
nities where they have to interact with persons from different cultures, races, and na¬ 
tionalities. The degree of interaction varies but may involve talking with community 
members, working in community organizations, or learning about religious, cultural, 
or historically significant events. AT&T uses cultural immersion as part of its diver¬ 
sity program. 144 AT&T sends teams of managers into areas of the United States where 
they have to learn to interact with people from a specific culture. For example, AT&T 
sent six managers to Harlem, New York, an eclectic community including Asian 
Americans, African Americans, Hispanic Americans, and Puerto Rican Americans. 
The managers were required to go on a scavenger hunt requiring them to learn about 
the people, community, and culture. For example, the team had to find a Harlem 
bilingual community directory, a Jamaican meat patty, and soul food. Success in the 
scavenger hunt required the team to interact with street vendors and total strangers. 


Behavior-based 

program 

A program focusing 
on changing the 
organizational 
policies and 
individual behaviors 
that inhibit 
employees' personal 
growth and 
productivity. 


Cultural immersion 

A behavior-based 
diversity program 
that sends 
employees into 
communities where 
they interact with 
persons from 
different cultures, 
races, and 
nationalities. 


Characteristics of Successful Diversity Efforts 

Is a behavior-based or an attitude awareness and change program most effective? In¬ 
creasing evidence shows that attitude awareness programs are ineffective and that 
one-time diversity training programs are unlikely to succeed. For example, R. R. Don¬ 
nelley & Sons suspended its diversity awareness training program even though the 
company has spent more'than $3 million on it as a result of a racial discrimination 
lawsuit. 145 

At various training sessions participants were encouraged to voice their concerns. 
Many said that they were experiencing difficulty in working effectively due to abuse 
and harassment. The managers attending the training disputed the concerns. Also, 
after training, an employee who applied for an open position was rejected, because, 
she was told, she had been too honest in expressing her concerns during the diversity 
training session. Although R. R. Donnelley held many diversity training sessions, 
little progress was made in increasing the employment and promotion rates of women 
and minorities. Because of the low ratio of black employees to white empl6yees, many 
black employees were asked to attend multiple training sessions to ensure diverse 
groups, which they resented. The company declined to release data requested by 
,hare holders that it provided to the Equal Employment Opportunity Commission 
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regarding female and minority representation in jobs throughout the company. The 
firm also failed to act on recommendations made by company-approved employee “di¬ 
versity councils.” 

More generally, a survey of diversity training efforts found that 146 

• The most common area addressed through diversity is the pervasiveness of stereo¬ 
types, assumptions, and biases. 

• Fewer than one-third of companies do any kind of long-term evaluation or follow¬ 
up. The most common indicators of success were reduced grievances and lawsuits, 
increased diversity in promotions and hiring, increased self-awareness of biases, 
and increased consultation of HRM specialists on diversity-related issues. 

• Most programs lasted only one day or less. 

• Three-fourths of the survey respondents indicated that they believed the typical 
employee leaves diversity training with positive attitudes toward diversity. How¬ 
ever, over 50 percent reported that the programs have no effect over the long term. 

Table 7.11 shows the characteristics associated with the long-term success of di¬ 
versity programs. It is critical that a diversity program be tied to business objectives. 
For example, cultural differences affect the type of skin cream consumers believe they 
need or the fragrance they may be attracted to. Understanding cultural differences is 
part of understanding the consumer (which is critical to the success of companies 
such as Avon). Top management support can be demonstrated by creating a structure 
to support the initiative. 

As you may remember from Chapter 1, managing diversity at Texaco goes beyond 
attending workshops. 147 Table 7.12 shows that managing diversity includes both 
HRM activities and business initiatives. Managers are held accountable for diversity 
goals in their performance evaluations. There is considerable evidence that the pro¬ 
gram is transforming the culture. During the first six months of 1999, minorities ac¬ 
counted for 44 percent of new hires and 22 percent of promotions. Texaco paid over 
$500 million to minority-owned vendors. Many training experts suggest that the 
company is a model for managing diversity. 


TABLE 7.11 

Characteristics 
Associated with 
Diversity Programs' 
Long-Term Success 



• Top management provides resources, personally intervenes, and publicly 
advocates diversity. .A 


• Capitalizing on a diverse workforce is defined as a business objective. 

• The program is evaluated. ' 

• The program is seen as a culture change, not a one-shot program. 

• Behaviors and skills needed to successfully interact: with others are taught. 


SOURCE: S. Rynes and B. Rosen, "What Makes Diversity Programs Work?" HR Magazine, October 
1994, pp. 67-73; S. Rynes and B. Rosen, "A Field Survey of Factors Affecting the Adoption and 
Perceived Success of Diversity Training," Personnel Psychology 48 (1995), pp. 247-70; J. Gordon, 
"Different from What? Diversity as a Performance Issue," Training, May 1995, pp. 25-33. 



CHAPTER 7 Training 305 



Recruitment and Hiring 

• Ask search firms to identify wider arrays of candidates. 

• Enhance the interviewing, selection, and hiring skills of managers. 

• Expand college recruitment at historically minority colleges. 

J^tnttfyirig arid Developing Talent 

• Form a partnership with INROADS, a nationwide internship program that 

- - targets minority students for management careers. ' ' 

• Establish a mentoring process ' !" « 

• Refine the company's global succession planning system to improve 

‘ of: managers arid leaders to help 

:. ferisute that theyarecapabte of m«ximi 2 wg:« 6 »ft^ ,.' 

Ensuring Fair Treatment 

• Conduct extensive diversity training. 

• Implement an alternative dispute resolution process. 

• Include women and minorities on all human resources committees throughout 
the company. 


Improving Relationships with External Stakeholders 

• Broaden the company's base of vendors and suppliers to incorporate more 
minority- and women-owned businesses. 

• Increase banking, investment, and insurance business with minority- and 
women-owned firms. 

• Add more independent, minority retailers and increase the number of minority 
managers in company-owned gas stations and Xpress Lube outlets. 


TABLE 7.12 

Texaco's Diversity 
Effort 


SOURCE: D. Hellriegel, S.E. Jackson, and J.W. Slocum, Jr., Management, 8th ed. (Cincinnati, OH: 
South-Western College Publishing, 1999). Originally adapted from V.C. Smith, "Texaco Outlines 
Comprehensive Initiatives," Human Resource Executive, February 1997, p. 13; A. Bryant, "How 
Much Has Texaco Changed? A Mixed Report Card on Anti-bias Efforts," The New York Times 
(November 2, 1997), pp. 3-1, 3-16, 3-17; and "Texaco's Worldforce Diversity Plan," as reprinted in 
Workforce, March 1997, supp. from D. Daft and R. Noe, Organizational Behavior (Fort Worth, TX: 
Dryden Press, 2001), p. 58. 


As you can see from this discussion, successful diversity programs involve more 
than just effective training. Top management support, diversity policies and practices, 
training and development, and administrative structures, such as conducting diversity 
surveys and evaluating managers’ progress on diversity goals, are needed. 148 


Welfare-to-Work Programs 

Companies are seeking to hire people from nontraditional sources, such as weltare roles, 
to meet their labor needs. The “Competing in the New Economy” box shows how Intel 
is trying to develop strong ties with another source of employees, community colleges, 






Recession Suspends 

Hiring but Supporting 
Education Avoids Future 
Labor ShorUige 



Because of a downturn in busi¬ 
ness, Intel has eliminated 5,000 
jobs, delayed raises, and re¬ 
duced spending on travel, 
overtime, and consultants. Still, 
Intel spent several thousand 
dollars to send five employees 
and 12 community college 
presidents and deans on a 
three-day trip through New 
Mexico and Texas. The trip in¬ 
cluded a tour of Intel's 
Albuquerque computer chip 
plant and visits to four commu¬ 
nity colleges. Why would Intel's 
cost-cutting spare this college 
tour? Skilled workers needed to 
operate chip plants are scarce. 
Intel will resume hiring in the 
future, but training programs 


will not be able to keep up with 
the demand for skilled employ¬ 
ees. As an Intel manager said, 
"If we don't invest now, the stu¬ 
dents won't be there when we 
need them." Intel is investing in 
community colleges by lobby¬ 
ing state governments for 
bigger budgets and donating 
equipment. For example, Intel 
spent $1.2 million on a small 
chip-making plant at Albu¬ 
querque's community college. 

Intel did not take an interest 
in community colleges 10 years 
ago. But as the need for un¬ 
skilled workers declined due to 
relocating these jobs overseas 
or replacing them with automa¬ 
tion, Intel needed a more 


skilled workforce. Now, even 
new hires at Intel need math, 
physics, and chemistry, and all 
new hires must have at least 
two years of college. How seri¬ 
ously does Intel take its 
investment in community col¬ 
leges? An Intel worker recently 
questioned why the company 
was collecting trash less often 
but still spending on science 
contests for high school stu¬ 
dents. Chief Executive Craig 
Barrett responded, "There are 
certain things that Intel does 
that provide returns to the com¬ 
pany on a long-term basis." 

SOURCE: D. Wessel, "Intel Cost-Cutting 
Spares a College Tour," The Wall Street 
Journal (June 14, 2000), p. A1. 


to help prepare its future workforce. Training plays an important part in both preparing 
the workforce and helping nontraditional employees succeed on the job. 

TJX Companies was desperate to fill jobs in its retail stores. 149 TJX Companies is 
the parent of off-price clothing retailers T.J. Maxx and Marshalls. Turnover is typi¬ 
cally a problem in retailing. The company was used to 100 percent annual turnover 
of store jobs. To find employees, TJX has taken people off the welfare rolls. The com¬ 
pany pays CIC Enterprises to create and run a job hotline tied to agencies that help 
prepare welfare recipients for work. A store manager for a T.J. Maxx or Marshalls in 
any city can call a toll-free number at any time to request candidates for job openings. 
For every 10 calls made to the hotline, 8 have produced a job candidate who has been 
hired. TJX also started a program with Morgan Memorial Goodwill Industries in 
Boston. This program gives welfare recipients three weeks of classroom training fol¬ 
lowed by an internship at a store. Those who complete the internship are guaranteed 
jobs. A case manager follows up on program graduates for at least a year, helping solve 
child care and transportation problems. 

TJX has received many benefits from hiring former welfare recipients. TJX reports 
that the retention rate for welfare-to-work hires is above retention for traditional 
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hires. The welfare-to-work hires are looking for full-time jobs, in comparison to the 
typical retail employee looking for short-term, part-time work. 


••• Socialization and Orientation 

Organizational socialization is the process by which new employees are transformed 
into effective members of the company. As Table 7.13 shows, effective socialization 
involves being prepared to perform the job effectively, learning about the organiza¬ 
tion, and establishing work relationships. Socialization involves three phases: antici¬ 
patory socialization, encounter, and settling in,Iso 

Anticipatory Socialization 

Anticipatory socialization occurs before the individual joins the company. Through an¬ 
ticipatory socialization, expectations about the company, job, working conditions, and 
interpersonal relationships are developed through interactions with representatives of 
the company (recruiters, prospective peers, and managers) during recruitment and se¬ 
lection. The expectations are also based on prior work experiences in similar jobs. 

Potential employees need realistic job information. A realistic job preview pro¬ 
vides accurate information about the attractive and unattractive aspects of the job, 
working conditions, company, and location to ensure that employees develop appro¬ 
priate expectations. This information should come early in recruiting and selection. 

It is usually given in brochures, in videos, or by the company recruiter during an in¬ 
terview. Although research specifically investigating the influence of realistic job pre¬ 
views on employee turnover is weak and inconsistent, we do know that unmet ex¬ 
pectations resulting from recruitment and selection relate to dissatisfaction and 
turnover. 1SI As we will see, employees' expectations about a job and a company may 
be formed by interactions with managers, peers, and recruiters rather than from spe¬ 
cific messages about the job. 


Organizational 

socialization 

The process used to 
transform new 
employees into 
effective company 
members. 

Anticipatory 

socialization 

Process that helps 
individuals develop 
expectations about 
the company, job, 
working conditions, 
and interpersonal 
relationships. 

Realistic job 
preview 

Provides accurate 
information about 
the unattractive and 
attractive aspects of 
the job, working 
conditions, 
company, and 
location. 


History 

Company goals 
Language 


-m-A 


*a 


mni 


......... 


. 

People 

Performance proficiency 


The company's traditions, customs, and myths; 
background of members 

Rules, values, or principles directing the company 
Slang and jargon unique to the company; 
professional technical language 
How'to gain information regarding the formal and 
informal work relationships and power structures in 
the company 

Successful and satisfying work relationships with 
other employees 

What needs to be teamed; effectiveness in using andph 
acquiring the knowledge, skills, and abilities needed 
for ihe jab. ; •••’ ■ • T. f 


TABLE 7.13 

What Employees 
Should Learn and 
Develop through 
the Socialization 
Process 


SOURCE: Based on G.T. Chao, A.M. O'Leary-Kelly, S. Wolf, H. Klein, and P.D. Gardner, 
"Organizational Socialization: Its Content and Consequences," Journal of Applied Psychology 79 
(1994), pp. 730-43. 
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Encounter phase 

Phase of 
socialization that 
occurs when an 
employee begins a 
new job. 


Encounter 

The encounter phase occurs when the employee begins a new job. No matter 
how realistic the information provided during interviews and site visits, individuals 
beginning new jobs will experience shock and surprise. 152 Employees need to become 
familiar with job tasks, receive appropriate training, and understand company prac¬ 
tices and procedures. 

Challenging work plus cooperative and helpful managers and peers have been 
shown to enhance employees’ learning a new job. 153 New employees view managers 
as an important source of information about their jobs and the company. Research 
suggests that the nature and quality of the new employee’s relationship with the man¬ 
ager has a significant impact on socialization. 154 In fact, the negative effects of unmet 
expectations can be reduced by the new employee having a good relationship with 
her or his manager! Managers can help create high-quality work relationships by 
helping new employees understand their roles, providing information about the com¬ 
pany, and understanding the stresses and issues that new employees experience. 


Settling-in phase 

Phase of 
socialization that 
occurs when 
employees are 
comfortable with job 
demands and social 
relationships. 


Settling In 

In the settling-in phase, employees begin to feel comfortable with their job demands 
and social relationships. They begin to resolve work conflicts (like too much work or 
conflicting job demands) and conflicts between work and nonwork activities. Em¬ 
ployees are interested in the company’s evaluation of their performance and in learn¬ 
ing about potential career opportunities within the company. 

Employees need to complete all three socialization phases to fully contribute to the 
company. For example, employees who do not feel that they have established good 
working relationships with coworkers will likely spend time and energy worrying 
about those relationships rather than being concerned with product development or 
customer service. Employees who experience successful socialization are more moti¬ 
vated, more committed to the company, and more satisfied with their jobs. 155 

Orientation programs play an important role in socializing employees. Orientation 
involves familiarizing new employees with company rules, policies, and procedures. 
Table 7.14 shows the content of orientation programs. Typically, a program includes 
information about the company, department in which the employee will be working, 
and community. 

Although the content of orientation programs is important, the process of orien¬ 
tation cannot be ignored. Too often, orientation programs consist of completing 
payroll forms and reviewing personnel policies with managers or human resource rep¬ 
resentatives. The new employee, a passive recipient of information, has little oppor¬ 
tunity to ask questions or interact with peers and managers. 

Effective orientation programs actively involve the new employee. Table 7.15 
shows the characteristics of effective orientation. An important characteristic of ef¬ 
fective orientation is that peers, managers, and senior coworkers are actively involved 
in helping new employees adjust to the work group. 156 

Before being assigned to their plant locations, new engineers at Pillsbury, for ex¬ 
ample, have a one-year headquarters assignment. 157 A mentor (a senior engineer), 
shows them the technical engineering resources available within the company. The 
mentor also helps them become familiar with the community and deal with reloca¬ 
tion issues. New engineers attend seminars in which engineers from different divi¬ 
sions (frozen foods, for example) explain the role of engineering. New employees also 
meet key Pillsbury players in engineering management. 
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Department 
Job duties ail 
Policies, pro< 


I. Company-level information 

Company overview (e.g., values, history, mission) 

Key policies and procedures 

Compensation 

Employee benefits and services 
Safety and accident prevention 
Employee and union relations 
Physical facilities 
Economic factors 
Customer relations 


Miscellaneous 

Community 

Housing 

Family adjustment 


TABLE 7.14 

Content of 
Orientation 
Programs 


SOURCE: J.L. Schwarz and M.A. Weslowski, "Employee Orientation: What Employers Should 
Know," The Journal of Contemporary Business Issues, Fall 1995, p. 48. Used with permission. 


Employees are encouraged to ask questions. 

Program includes information on both technic*.. * 

Orientation is the responsibility of the new employee's manager. 

Debasing or embarrassing new employees is avoided. . 

Formal and informal interactions with managers and peers occur. 

Programs involve relocation assistance (such as hpuse hunting or information, 
sessions on rtie community for employees and their spouses). " f 

Employees are told about the company's products, services, and customers. 


TABLE 7.15 

Characteristics of 
Effective Orientation 
Programs 


Similarly, new employees and their managers are actively involved in orientation 
at Corning Glass. I 58 Corning Glass was experiencing turnover among its high- 
potential new employees. Employees were leaving the company because they felt the 
company had a sink-or-swim attitude toward new hires. As a result. Corning designed 
a new orientation process including 

• Manager preparation. Hiring managers are given guidelines and checklists trat 
specify the steps they should take before and after the arrival of new employees. 

• Guided self-learning. Managers are encouraged to spend the first two weeks orienting 
new employees to the job and the company rather than focusing on their regular job 
duties. Each new employee gets a workbook about the company's customers, 
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suppliers, objectives, and culture; The employee decides how to complete the work- 
book questions (interviews, visits to the company resource center, and so on). The 
manager and employee jointly review the answers to the workbook questions. If the 
employee needs more information, the learning period is extended. 

• Organization acculturation. During their first three months, employees attend seminars 
on Coming’s philosophy, culture, and values. 

Retention data suggest that the orientation program is a success. It has increased 
new employee retention 25 to 35 percent in comparison with employees who did not 
take the new program. 


Training and Pay Systems 

Training is increasingly being linked to employees’ compensation through the use of 
skill-based pay systems. (We discuss skill-based pay systems in detail in Chapter 11, 
“Pay Structure Decisions.”) In skill-based pay systems, employees’ pay is based pri¬ 
marily on the knowledge and skills they possess rather than the knowledge and skills 
necessary to successfully perform their current jobs. 

Skill-based pay systems have several implications for training systems. Because pay 
is directly tied to the amount of knowledge and skill employees have obtained, em¬ 
ployees will be motivated to attend training programs. This means that the volume of 
training conducted, as well as training costs, will increase. Skill-based pay systems re¬ 
quire continual evaluation of employees’ skills and knowledge to ensure that em¬ 
ployees are competent in the skills acquired in training programs. 



As the chapter opener highlighted, Tires Plus uses training to support the com¬ 
pany's business strategy. Tires Plus provides extensive training, has its own uni¬ 
versity (Tires Plus University), and uses mentors to help employees apply what 
they have learned in training to their jobs. 

Questions 

1. Suppose a manager asked you to determine whether training was supporting 
a company's business strategy. How would you conduct this type of analysis? 

2. What kind of information would you need? 


Summa 


Technological innovations, new product markets, and a 
diverse workforce have increased the need for companies 
to reexamine how their training practices contribute to 
learning. In this chapter we discussed a systematic ap¬ 
proach to training, including needs assessment, design of 
the learning environment, consideration of employee 


readiness for training, and transfer-of-training issues. We 
reviewed numerous training methods and stressed that the 
key to successful training \yas to choose a method that 
would best accomplish the objectives of training. We also 
emphasized how training can contribute to effectiveness 
through establishing a link with the company’s strategic 
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direction and demonstrating through cost-benefit analysis that are relevant given company needs to capitalize on a 
how training contributes to profitability. Managing diver- diverse workforce and global markets, 
sity and cross-cultural preparation are two training issues 


Discussion Questions 


1. Noetron, a retail electronics store, recently invested a 
large amount of money to train sales staff to improve 
customer service. The skills emphasized in the program 
include how to greet customers, determine their needs, 
and demonstrate product convenience. The company 
wants to know whether the program is effective. What 
outcomes should it collect? What type of evaluation 
design should it use? 

2. “Melinda,” bellowed Toran, “I’ve got a problem and 
you’ve got to solve it. I can’t get people in this plant to 
work together as a team. As if I don’t have enough 
trouble with the competition and delinquent accounts, 
now I have to put up with running a zoo. It’s your re¬ 
sponsibility to see that the staff gets along with each 
other. I want a human relations training proposal on 
my desk by Monday.” How would you determine the 
need for human relations training? How would you de¬ 
termine whether you actually had a training problem? 
What else could be responsible? 

3. Assume you are general manager of a small seafood 
company. Most training is unstructured and occurs on 
the job. Currently, senior fish cleaners are responsible 
for teaching new employees how to perform the job. 
Your company has been profitable, but recently whole¬ 
sale fish dealers that buy your product have been com¬ 
plaining about the poor quality of your fresh fish. For 
example, some fillets have not had all the scales re¬ 
moved and abdomen parts remain attached to the fil¬ 
lets. You have decided to change the on-the-job train¬ 
ing received by the fish cleaners. How will you modify 
the training to improve the quality of the product de¬ 
livered to the wholesalers? 

4. A training needs analysis indicates that managers’ pro¬ 
ductivity is inhibited because they are reluctant to del¬ 
egate tasks to their subordinates. Suppose you had to 
decide between using adventure learning and interac¬ 
tive video for your training program. What are the 


strengths and weaknesses of each technique? Which 
would you choose? Why? What factors would influence 
your decision? 

5. To improve product quality, a company is introducing 
a computer-assisted manufacturing process into one of 
its assembly plants. The new technology is likely to 
substantially modify jobs. Employees will also be re¬ 
quired to learn statistical process control techniques. 
The new technology and push for quality will require 
employees to attend numerous training sessions. Over 
50 percent of the employees who will be affected by the 
new technology completed their formal education over 
10 years ago. Only about 5 percent of the company’s 
employees have used the tuition reimbursement bene¬ 
fit. How should management maximize employees’ 
readiness for training? 

6. A training course was offered for maintenance employ¬ 
ees in which trainees were supposed to learn how to re¬ 
pair and operate a new, complex electronics system. 
On the job, maintenance employees were typically told 
about a symptom experienced by the machine operator 
and were asked to locate the trouble. During training, 
the trainer would pose various problems for the main¬ 
tenance employees to solve. He would point out a com¬ 
ponent on an electrical diagram and ask, “What would 
happen if this component was faulty?” Trainees would 
then trace the circuitry on a blueprint to uncover the 
symptoms that would appear as a result of the problem. 
You are receiving complaints about poor troubleshoot¬ 
ing from maintenance supervisors of employees who 
have completed the program. The trainees are highly 
motivated and have the necessary prerequisites. What 
is the problem with the training course? What recom¬ 
mendations do you have for fixing this course? 

7. What factors contribute to the effectiveness of Web 
training programs? 


Web Exercise 


Go to www.webbasedtraining.com. This website pro- “RESOURCES” click on “WBT Online.” Choose one 

vides guidelines for creating Web-based training, lists of the online learning programs shown. For the program 

of resources and tools, and example online learning les- you choose (a) describe the purpose of the program, in- 

sons and programs. Click on “RESOURCES”; under elude a copy of the program’s screens and its Web address, 
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(b) identify what features are effective for learning and (c) Your instructor will advise you to either e-mail your repori 
provide recommendations for improving the program, or provide a paper copy. 


Managing People: From the Pages of BusinessWeek 


BusinessWeek 


Look Who's Building Online Classrooms 


Since investment moguls such as Michael Milken began 
granting huge sums of money to online education ventures 
in the late 1990s, debates about e-learning have focused 
on its impact on traditional universities or K-12 schools. 
Would traditional universities be forced out of business? 
Would kindergarten students watch a teacher on a screen 
all day, instead of sitting in a circle with one at story time? 

Given such questions, primary schools and universities 
have been cautious about getting into the e-leaming game. 
But corporations have been far more adventurous. In fact, 
e-leaming is becoming commonplace in offices and work¬ 
places across the country, spawning a multimillion-dollar 
industry. The trend isn’t limited to just tech courses. On¬ 
line programs now teach so-called “soft” skills, such as 
leadership, coaching, and global teamwork. 

The new learning models have the potential to make 
education a high priority on the job. After all, analysts 
write volumes on the value of having an educated, skilled, 
and speedy workforce. When a lesson can be transmitted 
quickly to managers and sales teams worldwide through an 
e-learning program, it begins to show on the bottom line. 
Says James Moore, Sun Microsystems’ director of work¬ 
force: “If you look at product development at Sun, by the 
time I got everyone trained [the traditional way, the prod¬ 
uct] would be obsolete.” 

Is e-leaming here to stay? BusinessWeek Online ex¬ 
plores this question in a series that looks at the companies 
investing heavily in adult learning on the job. Later parts 
of this series will examine how private e-learning compa¬ 
nies are trying to cash in on the potential boom and will 
look at how companies are affected by the change. 

While no reliable estimates on the current U.S. market 
for corporate education exist, by 2003 the Net-based cor¬ 
porate education market should be worth a hefty $11.4 
billion, according to International Data Corp. The stack 
of dough could be that tall thanks to a conversion by 
training directors to use the Net to teach employees. It 
saves money and time, and managers can pack more in¬ 
formation into a lesson, missionaries say. 

Publicly traded e-leaming companies—long victims of 
a skeptical market—are beginning to report improved 
earnings, too. Chris J. Nguyen, CEO of Baltimore’s Cal¬ 
iber Learning Network (CLBR), says when his company 
reports quarterly earnings on July 26, investors can expect 
sequential growth over the first quarter of 2000. Smart- 
Force (SMTF), a Redwood (California) e-learning com¬ 


pany that focuses on adults, saw revenues increase to 
$36.4 million in the second quarter of 2000. And in San 
Francisco, DigitalThink (DTHK), an e-learning company 
offering programs for corporations, also reported stronger 
earnings in its fiscal first quarter of 2001, ending June 30. 
The $6.3 million in earnings is a 433 percent increase 
since last year. That’s right, 433 percent. 

“Our customers want learning strategies to integrate all 
the learning that goes on in their organization with the 
corporate strategy,” says John W. Humphrey, chairman of 
Forum Corp., a 30-year-old private-sector provider of 
leadership training. FT Knowledge, an e-leaming com¬ 
pany spun off from British publishing giant Pearson, an¬ 
nounced earlier in July that it will acquire Forum for $90 
million. The move points to a race among old economy 
training groups to use the Web to meet company needs. 
The idea is to mix e-leaming with some classroom ses¬ 
sions, using content from varied sources—executives, uni¬ 
versity professors, or private training companies. 

Other online learning companies are struggling to stay 
on top of demand. General Manager Robert Brodo of 15- 
year-old SMG Net, the online business unit of SMG 
Strategic Management Group in Philadelphia, says each 
of the company’s 40 top clients—Boeing is its largest—has 
had a conversation about bringing courses online. Eighty 
percent are implementing courses such as SMG’s “simu¬ 
lated company.” In the two-day simulation, execs can play 
out five to six years of business experience. “We can’t keep 
up with the demand, and it’s scary when you have to tell 
a customer that you can’t start a project for them until Oc¬ 
tober and November.” Privately held SMG says it will 
generate revenues of $31 million in 2000—$5 million 
from online programs. Next year, Brodo estimates $48 mil¬ 
lion to $50 million in revenues. “The growth is from on¬ 
line corporate universities,” he says. 

Cushing Anderson, program manager for learning- 
services research at International Data Corp., is in the 
process of researching how companies are using e-leaming 
for everyone from managers to sales teams and program¬ 
mers. In 1999, 6 percent of all corporate training was done 
online, he says. Anderson’s preliminary findings show that 
doubling to 12 percent this yearjn 2001, that figure should 
double again. “Large companies tend to be more adventur¬ 
ous and have larger budgets” to put courses online, he says, 
though most buy programs from outside vendors. 

That isn’t the case at IBM. Nancy J. Lewis, IBM’s di- 
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rector of management development worldwide, says Big 
Blue will move its training programs online for 5,000 new 
managers, saving the company $16 million in 2000, half of 
which has already been realized. She adds that producing 
five times the content at a third of the cost has helped 
convince all of IBM’s training units to adopt the model. 
Her unit alone has reduced its staff from about 500 train- 
ers worldwide to 70 this year. 

IBM is so confident about its training that the com¬ 
pany has packaged its programs to sell to customers— 
a side business that is already bringing in “small amounts 
of revenue” says Lewis’s second in command, Robert 
MacGregor. If IBM’s models for e-corporate universities 
works, it could become a profitable new business. 

Heads of training and development have grander plans 
than simply offering a course online. They expect to 
change adults’ learning habits. Pippa Wicks, CEO of FT 
Knowledge, says in January 2001 the company will launch 
a new learning program called Insight Forum. “You do 
your job through the training program,” she says. For in¬ 
stance, a customer service manager would use the program 
to perform her daily tasks and then receive feedback about 
her decisions. Employees could take the training individ¬ 
ually, or entire departments can share information in open 
sessions. FT Knowledge says it is already billing an un¬ 
named company $3,500 an hour to link a handful of its 
execs with one of FT’s management gurus for advice via 
videoconferencing. 

Los Altos (California)-based Pensare, a four-year-old 
e-leaming company, has a different vision. The company 
uses a model that lets employees, not trainers, decide what 
they need to learn, and when. “Tell [employees] what they 
need to do to help [execute] company strategy, then say, 
‘what do you think you need to know to help us?’ ’ says 
Pensare cofounder Dean Hovey. 

Online learning, delivered quickly and in a setting 
where the information can be commonly shared, will 
make the training process more engaging and less of a 
chore, experts say. And it’ll give companies an advantage 
over competitors. 3Com, for one, places a high value on 
e-learning. “I’ve got senior people saying that they want 
more [online training],” says Geoff Roberts, 3Com’s direc¬ 


tor of education. 3Com’s agility with technology makes it 
imperative to train not only internal employees but also 
its customers. “We’re selling into a market where 80 per¬ 
cent of the people don’t understand the industry,” he says, 
adding that 3Com’s investment in e-learning is fed from 
the company’s marketing budget, not training. 

As companies convert lessons to be delivered over in¬ 
tranets, one massive obstacle remains: unless it’s manda¬ 
tory, most employees drop out of training. “Getting 2 per¬ 
cent to 3 percent [of a workforce to sign on] can’t 
happen,” says Forum’s Humphrey. “There have to be more 
breakthroughs to make learning less intrusive to the 
worker.” His suggestion to clients: make lessons relevant. 

The good news is that generation-Y workers—recent 
college grads—are more comfortable using the Web. In 
2003, analysts expect 95 percent of college students to use 
the Internet; only 41.7 percent did in 1996. This means 
college grads entering the workforce in 2003, and beyond, 
may be more receptive to e-learning. In fact, they may ex¬ 
pect it. In 1998, 700,000 students were enrolled in dis¬ 
tance learning programs. By 2002, 2.2 million will be, ac¬ 
cording to Credit Suisse First Boston analysts. 

The plans sound grand. More and more companies will 
log their workers on to lessons on the Net. But getting the 
45-year-old manager or executive to adopt e-learning 
models as easily as they’ve grown to employ e-mail is a 
challenge. No matter how fancy the program, if no one 
logs on, it’ll be a hard to convince any CFO that invest¬ 
ing in e-learning is worth it. 

QUESTIONS 

1. What features are necessary for online learning to be 
effective? Explain. 

2. Online learning blurs the distinction between training 
and work. Trainees are expected to be motivated to 
complete online learning during breaks in their work¬ 
day or on their personal time. As a manager, is this re¬ 
alistic? How would you “schedule” online learning for 
your employees? 

SOURCE: Reprinted from July 25, 2000 issue of BusinessWeek by special 
permission. Copyright © 2000 by The McGraw-Hill Companies, Inc. 
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One of the greatest challenges for 
any company is to find the right 
workers to fill its needs, whether it’s 
someone who can operate heavy ma- 
chinery or someone who can give 
great haircuts. In the recent labor 
market, even with an economic 
downturn, high-tech firms have had 
difficulty finding enough employees 
who are skilled in information tech¬ 
nology to fill their open positions. In 
addition, these companies have 
needs that are different from firms in 
other industries. First, they are often 
looking for people who are willing to 
work part-time or on a temporary 
basis to develop and complete a par¬ 
ticular project. Second, that tempo¬ 
rary basis differs from “traditional” 
temporary assignments, which often 
last a week or two while a perma¬ 
nent employee is ill or on vacation. 
Instead, high-tech companies want 
people who can stay on the job for 
six months or a year. Third, these 
firms seek workers with particular 
skills and aptitudes in information 
technology. “Scarcity of qualified 
candidates, competition from high- 
profile employers, and the potential 
for IT professionals to earn more as 
professional contractors were cited 
as top barriers for recruiting IT 
workers,” states a recent study con¬ 
ducted by the American Electronics 
Association (AEA). In a tight labor 
market, where can high-tech firms 
find these perfect employees? 

Creative Staffing Solutions, a 
temporary and alternative staffing 
firm, provides such workers to com¬ 
panies. ‘Temping,” as it used to be 


called, is now a $40 billion industry 
as more and more companies turn to 
staffing agencies for help. Compa¬ 
nies are willing to pay for these em¬ 
ployees. “For high-tech workers, this 
is an employees’ market,” notes 
Marc Brailov of the American Elec¬ 
tronics Association. “It is very im¬ 
portant for Internet companies to 
create and offer incentives to attract 
and retain employees-” That’s where 
Creative Staffing Solutions (CSS) 
comes in. 

Founded by Mel Rhone in 1996, 
CSS, a minority-owned firm based 
in Philadelphia, now has clients 
ranging from small companies to 
large organizations such as AT&T, 
Hershey’s, and Lockheed Martin. 
CSS specializes in finding IT profes¬ 
sionals, engineers, computer pro¬ 
grammers, and other high-tech 
workers for its clients. On one side of 
the process, a CSS manager meets 
with and interviews the HR man¬ 
ager at the client firm to determine 
the firm’s needs. On the other side, 
CSS managers screen, interview, 
and test prospective job candidates 
to determine their suitability for po¬ 
sitions. CSS checks a candidate’s 
work history and tests grammar and 
spelling, math, computer skills, and 
so forth. Recently CSS made it pos¬ 
sible for job hunters to post their x€- 
sum£s on the CSS website, where 
staffing managers can review them. 
In addition, CSS’s staffing managers 
peruse Internet job sites in search of 
potential matches. 

According to CSS managers, the 
alternative staffing solution meets 


the needs of both the company and 
the worker. Firms obtain screened, 
highly skilled, and motivated work¬ 
ers for a designated period. And cur¬ 
rently many high-tech firms prefer to 
hire temporary workers because the 
IT economy is very volatile. They 
like to hire people to complete a spe¬ 
cial project, such as development of 
a new computer system. Workers 
also benefit. “You get to make your 
own schedule,” remarks CSS staffing 
manager Joy Thomas. Because CSS’ 
tests and trains candidates, people 
who want to improve their job skills 
can find plenty of opportunity 
through the company. Some workers 
are looking to change careers but are 
afraid to make a total commitment 
without knowing whether they will 
like the new field. Filling a tempo¬ 
rary position can give them a good 
taste of what the field will be like. 
Occasionally CSS sends a worker to 
fill one temporary position at a com¬ 
pany, and the person moves on to a 
completely different job at the firm. 
The arrangement gives both parties 
convenience and flexibility. 

Creative Staffing Solutions con¬ 
tinues to find ways to grow its own 
business. Now with an in-house staff 
of 11 people, Mel Rhone wants to 
expand. Recently the company re¬ 
ceived a loan of $100,000 from the 
eSpeed Loans program, which is 
funded by ePhiladelphia, a group 
that represents technology compa¬ 
nies headquartered in Philadelphia. 
CSS plans to use the funding to pur¬ 
chase hardware and software, as well 
as to hire more staff to train workers 
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for all levels of technology-related 
jobs. Rhone, like others, foresees a 
future in which temporary and alter¬ 
native staffing will be routine in 
American industry, and he wants his 
company to be ready to grab every 
opportunity that comes its way. A 
study by the National Association of 
Temporary and Staffing Services 
found that 90 percent of companies 
surveyed employ temporary help. 
“Companies are incorporating temp 
workers in long-term plans, whereas 
15 years ago they used temps just to 
fill occasional holes,” remarks 
Richard Wahlquist, executive vice 
president of the association. The 
same holds true for today’s workers. 
“The way Americans seek work has 
fundamentally shifted—so many 


young adults look to temp agencies 
first, to get a taste of different fields, 
that we are a central part of the job 
search process,” says Wahlquist. Cre¬ 
ative Staffing Solutions intends to 
remain part of the process as well. 

Questions 

1. In addition to job websites and its 
own site, where else might Cre¬ 
ative Staffing Solutions look for 
potential job candidates? 

2. How can Creative Staffing Solu¬ 
tions create a learning environ¬ 
ment for job candidates before 
they accept a position or while 
they are between positions? 

3. As you consider your career, 
would you try working through a 
temporary agency such as CSS? 
Why or why not? 


4. What difficulties might Creative 
Staffing Solutions have to deal 
with in using electronic job and 
resume postings? 

SOURCE: Creative Staffing Solutions website, 
www.cssrecruiting.com, accessed November 28, 
2001; J. Lyman, “Uncle Sam May Help Train IT 
Geeks,” E'Commerce limes (April 30, 2001), 
www.ecommercetimes.com; C. Macavinta, 
“Study: High-Tech Worker Shortage Persists,” 
CNet News.com (April 26, 2001), 
http://news.cnet.com; J. Kuriantzick, “A 
Temporary Boom in the Job Market,” U S. News 
& World Report (March 19, 2001), 
www.usnews.com; P. Key, “ Author/Innovator 
Gives Penn Large Gift,” Philadelphia Business 
Journal (January 19,2001), 
http://phfladdphia.bcentral.com; R. Narainc, 
“Tech Worker Shortage Remains Despite 
Layoffs,” lntemet.com News (January 10, 2001), 
www.atnewyork.com. 
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Objectives 

After reading this chapter, you should be able to: 


1. Identify the major 
determinants of 
individual 
performance, 

2. Discuss the three 
general purposes 
of performance 
management. 

3. Identify the five 
criteria for 
effective 
performance 
management 
systems. 


4. Discuss the four 
approaches to 
performance 
management, the 
specific 

techniques used 
in each approach, 
and the way these 
approaches 
compare with the 
criteria for 
effective 
performance 
management 
systems. 


5. Choose the most 
effective approach 
to performance 
measurement for 

a given situation. 

6 . Discuss the 
advantages and 
disadvantages of 
the different 
sources of 
performance 
information. 

7. Choose the most 
effective source(s) 
for performance 
information for 
any situation. 


8. Distinguish types 
of rating errors 
and explain how 
to minimize each 
in a performance 
evaluation. 

9. Identify the 
characteristics of a 
performance 
measurement 
system that 
follows legal 
guidelines. 

10. Conduct an 
effective 
performance 
feedback session. 















Ford had to reassess its forced 
ranking system. Facing 
potential legal problems, the 
company was challenged to 
adopt a new performance 
ranking system. What type of 
performance management 
system might be more effective 
than the one described here? 



The Top, the 
Middle, and 
the Below 
Average: The 
Trials and 
Tribulations 
of Ford 
Motors’ 
Performance 
Management 
Process 

In many U.S. compa¬ 
nies, including Ford 
Motors, General Elec¬ 
tric, Microsoft, and 
Hewlett-Packard, per¬ 
formance evaluation 
systems, known as 
forced ranking systems 
in which employees 


are ranked against 
each other, have gen¬ 
erated lawsuits and 
negative publicity and 
have caused poor em¬ 
ployee morale. In 
these systems a certain 
percentage of employ¬ 
ees have to receive 
above average, aver¬ 
age, or below average 
rankings. For example, 
at General Electric 
managers are to place 
employees into top (20 
percent), middle (70 
percent), and bottom 
(10 percent) cate¬ 
gories. The bottom 10 
percent usually receive 
no bonuses and can 
be terminated. 

Ford Motors be¬ 
lieved the system was 
necessary to overhaul 
its culture and build a 
younger, more ethni¬ 
cally diverse 
management team 


that could succeed in 
the new economy, in 
which change and new 
technology must be 
accepted. This was not 
the first time that Ford 
tried to get poor per¬ 
formers to leave the 
company. In the late 
1990s Ford tried an¬ 
other program to 
persuade poorly per¬ 
forming salaried 
employees to voluntar¬ 
ily resign or retire early. 
Although the program 
was voluntary, man¬ 
agers were advised to 
tell buyout candidates 
that management be¬ 
lieved they should 
leave the company. 

Ford Motors Per¬ 
formance Management 
Process involved grad¬ 
ing 1,800 middle 
managers as A, B, or 
C. Managers who re¬ 
ceived a C for one year 


received no bonus; 
two years at the C 
level meant possible 
demotion and termina¬ 
tion. Ten percent of 
the managers were to 
be graded as C. The 
system caused several 
lawsuits, pressuring the 
company to change. 
Fifty-seven employees 
were party to two law¬ 
suits charging the 
performance manage¬ 
ment system was 
discriminatory because 
it adversely affected 
older employees. That 
is, a larger proportion 
of older workers re¬ 
ceived C grades. The 
American Association 
of Retired Persons was 
also considering join¬ 
ing the lawsuit. 

As a result of threat¬ 
ened lawsuits, Ford 
abandoned the major 
elements of its 
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performance manage¬ 
ment process, 
including the practice 
of assigning a fixed 
percentage of man¬ 
agers every year to a C 
category that resulted 
in no bonus, no merit 
raise, and perhaps no 
job. The system has 
been modified be¬ 
cause it harmed 
teamwork and morale. 
The percentage of 
managers to receive a 
C has now been re¬ 
duced to 5 percent, 
and the A, B, and C 


letter grades have 
been replaced by "Top 
Achiever," "Achiever," 
and "Improvement Re¬ 
quired." Employees 
ranked "Improvement 
Required" are given 
coaching and counsel¬ 
ing to improve their 
performance. 

Deteriorating rela¬ 
tions with employees 
partly resulting from 
the performance man¬ 
agement caused CEO 
Jacques Nasser and 
the head of human re¬ 
sources to leave Ford. 


William Clay Ford Jr., 
Ford's new CEO, is ac¬ 
tively trying to settle 
the lawsuits. He has 
been quoted as saying 
that having employees 
sue the company 
founded by his great¬ 
grandfather "breaks 
my heart." 

SOURCE: M. Boyle, 
"Performance Reviews: Perilous 
Curves Ahead," Fortune (May 
28, 2001), pp. 187-88; 

N. Shirouzu, "Ford Stops Using 
Letter Rankings to Rate 
Workers," The Wall Street 


Journal (July 11,2001), pp. B1, 
B4; N. Shirouzu, "Nine Ford 
Workers File Bias Suit Saying 
Ratings Curb Older Staff," The 
Wall Street Journal (February 15, 
2001), p. B14; N. Shirouzu and 
J.B. White, "Ford Assesses Job 
Ratings Amid Bias Suit," The 
Wall Street Journal (July 9, 2001), 
pp. A3, A14; T.D. Schellhardt 
and S.K. Goo, "At Ford, Buyout 
Plan Has a Twist," The Wall 
Street Journal (July 22, 1998), 
pp. B1, B6; N. Shirouzu "Ford Is 
in Talks on Settling Bias 
Lawsuits," The Wall Street 
Journal November 2, 2001), p. 
A4. 


■•Hi Introduction 

Companies that seek competitive advantage through employees must be able to man¬ 
age the behavior and results of all employees. The opening vignette illustrates that 
one of the most difficult challenges is how to get managers to distinguish between 
good, average, and poor performers. Ford Motors had decided to rely on a perform¬ 
ance appraisal system that forced managers to evaluate some employees as poor per¬ 
formers. The system was met with great resistance because it impelled managers to 
make artificial distinctions between employees to correctly use the system. Also, such 
a system makes sense only if those being ranked perform the exact same job. In this 
chapter we will discuss characteristics that performance appraisal systems need for ad¬ 
ministrative purposes such as this. For example, Ford must ensure that the system is 
job-related; the rationale for performance evaluations is well-documented, and man¬ 
agers have to discuss improvements with employees in the “Improvement Required” 
category- 

Traditionally, the formal performance appraisal system has been viewed as the pri¬ 
mary means for managing employee performance. Performance appraisal was an ad¬ 
ministrative duty performed by managers and was primarily the responsibility of the 
human resource function. Managers view performance appraisal as an annual ritual— 
they quickly complete the form and use it to catalog all the negative information they 
have collected on an employee over the previous year. Because they may dislike con¬ 
frontation and not feel that they know how to give effective evaluations, some man¬ 
agers spend as little time as possible giving employees feedback. Not surprisingly, most 
managers and employees dislike performance appraisals! The major reasons for this 
dislike include the lack of ongoing review, lack of employee involvement, and lack of 
recognition for good performance. 1 

Some have argued that all performance appraisal systems are so flawed that they 
are manipulative, abusive, autocratic, and counterproductive. Table 8.1 shows some 
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PROBLEM 


SOLUTION 



Evaluators are inconsistent 


or use Provide training for managers; have the HR 
different criterion and standards department look for patterns on appraisals 

that suggest bias or over- or underevaluation 

A *• lit e ...... *. . '< . . ..... . 


Encourages employees to 
achieve short-term goals 


Include both long-term and short-tefp goals 


in the appraisal process. 


Too subjective 


Evaluate specific behavior or resu 


TABLE 8.1 
Problems and 
Possible Solutions in 
Performance 
Management 


SOURCE: Based on J.A. Siegel, "86 Your Appraisal Process?" HR Magazine, October 2000 pp 
199-202. 


of the criticism of performance appraisals and how the problems can be fixed. It is im¬ 
portant to realize that the deficiencies shown in Table 8.1 are not the result of evalu¬ 
ating employee performance. Rather, they result from how the appraisal system is de¬ 
veloped and used. As we will see in this chapter, if done correctly, performance 
appraisal can provide several valuable benefits to both employees and the company. 
An important part of appraising performance is to establish employee goals, which 
should be tied to the company’s strategic goals. The performance appraisal process 
tells top performers that they are valued by the company. It requires managers to at 
least annually communicate to employees their performance strengths and deficien¬ 
cies. A good appraisal process ensures that all employees doing similar jobs are eval¬ 
uated according to the same standards. A properly conducted appraisal can help the 
company identify the strongest and weakest employees. It can help legally justify 
many HRM decisions such as promotions, salary increases, discipline, and layoffs. An¬ 
nually, Fortune magazine ranks the most globally admired companies. The Hay 
Group, which produces the Global Most Admired report for Fortune, says the com¬ 
panies on the list have chief executive officers who understand that performance 
measurement is about learning how to motivate people and link performance to re¬ 
wards. 2 Many of the executives report that performance measurement encourages col¬ 
laboration and cooperation. They believe performance measures help companies 
focus on operational excellence, customer loyalty, and development of people. 

We believe that performance appraisal is only one part of the broader process of 
performance management. We define performance management as the process 
through which managers ensure that employees’ activities and outputs are congruent 
with the organization’s goals. Performance management is central to gaining compet¬ 
itive advantage. 

Our performance management system has three parts: defining performance, meas¬ 
uring performance, and feeding back performance information. First, a performance 
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management system specifies which aspects of performance are relevant to the or¬ 
ganization, primarily through job analysis (discussed in Chapter 4). Second, it meas¬ 
ures those aspects of performance through performance appraisal, which is only one 
method for managing employee performance. Third, it provides feedback to employ¬ 
ees through performance feedback sessions so they can adjust their performance to 
the organization's goals. Performance feedback is also fulfilled through tying rewards 
to performance via the compensation system (such as through merit increases or 
bonuses), a topic to be covered in Chapters 11 and 12. 

In this chapter we examine a variety of approaches to performance management. 
We begin with a model of the performance management process that helps us exam¬ 
ine the system's purposes. Then we discuss specific approaches to performance man¬ 
agement and the strengths and weaknesses of each. We also look at various sources of 
performance information. The errors resulting from subjective assessments of per¬ 
formance are presented, as well as the means for reducing those errors. Then we dis¬ 
cuss some effective components to performance feedback. Finally, we address compo¬ 
nents of a legally defensible performance management system . 


••• An Organizational Model 

of Performance Management 

For many years, researchers in the field of FIRM and industrial-organizational psy¬ 
chology focused on performance appraisal as a measurement technique.3 The goal of 
these performance appraisal systems was to measure individual employee performance 
reliably and validly. This perspective, however, tended to ignore some important in¬ 
fluences on the performance management process. Thus we begin this section by pre¬ 
senting the major purposes of performance management from an organizational rather 
than a measurement perspective. To do this, we need to understand the process of 
performance. Figure 8.1 depicts our process model of performance. 

As the figure shows, individuals' attributes-their skills, abilities, and so on-are 
the raw materials of performance. For example, in a sales job, an organization wants 
someone who has good interpersonal skills and knowledge of the products. These raw 
materials are transformed into objective results through the employee's behavior. Em¬ 
ployees can exhibit behaviors only if they have the necessary knowledge, skills, abil¬ 
ities, and other characteristics. Thus, employees with good product knowledge and 
interpersonal skills can talk about the advantages of various brands and can be 
friendly and helpful (not that they necessarily display those behaviors, only that they 
can display them). On the other hand, employees with little product knowledge or in¬ 
terpersonal skills cannot effectively display those behaviors. The objective results are 
the measurable, tangible outputs of the work, and they are a consequence of the em¬ 
ployee's or the work group's behavior. In our example, a salesperson who displays the 
correct behaviors will likely make a number of sales. 

Another important component in our organizational model of the performance 
management system is the organization's strategy. The link between performance 
management and the organization's strategies and goals is often neglected. Chapter 2 
pointed out that most companies pursue some type of strategy to attain their revenue, 
profit, and market share goals. Divisions, departments, work groups, and individuals 
within the company must align their activities with these strategies and goals. If they 
are not aligned, then the likelihood of achieving the goals becomes small. How is this 
link made in organizations? Primarily by specifying what needs to be accomplished 
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and what behaviors must be exhibited for the company's strategy to be implemented. 
This link is being recognized as necessary more and more often, through the increas¬ 
ing popularity of performance planning and evaluation (PPE) systems. PPE systems 
seek to tie the formal performance appraisal process to the company's strategies by 
specifying at the beginning of the evaluation period the types and level of perform¬ 
ance that must be accomplished"to achieve the strategy. Then at the end of the eval¬ 
uation period, individuals and groups are evaluated based on how closely their actual 
performance met the performance plan. In an ideal world, performance management 
systems would ensure that all activities support the organization's strategic goals. 

Finally, our model notes that situational constraints are always at work within the 
performance management system. As discussed previously, an employee may have the 
necessary skills and yet not exhibit the necessary behaviors. Sometimes the organiza¬ 
tional culture discourages the employee from doing effective things. Work group norms 
often dictate what the group's members do and the results they produce. On the other 
hand, some people are simply not motivated to exhibit the right behaviors. This -ften 
occurs if the employees do not believe their behaviors will be rewarded with pay raises, 
promotions, and so forth. Finally, people may be performing effective behaviors, and 
yet the right results do not follow. For example, an outstanding salesperson may not 
have a large dollar volume because the economy is bad and people are not buying. 
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Thus, as you can see in Figure 8.1, employees must have certain attributes to per¬ 
form a set of behaviors and achieve some results. To gain competitive advantage, the 
attributes, behaviors, and results must be tied to the company's strategy. It is also 
important to note that constraints within the work environment often preclude em¬ 
ployees from performing. Table 8.2 provides recommendations for an effective per¬ 
formance management system. Regardless of the job or company, effective perform¬ 
ance management systems measure performance criteria (such as behaviors or sales) 
as precisely as possible. Effective performance management systems also serve a strate¬ 
gic function by linking performance criteria to internal and external customer re¬ 
quirements. Effective performance management systems include a process for chang¬ 
ing the system based on situational constraints. We will next examine the purposes of 
performance management systems. 


■•*8 Purposes of Performance Management 

The purposes of performance management systems are of three kinds: strategic, ad¬ 
ministrative, and developmental. 


Strategic Purpose 

First and foremost, a performance management system should link employee activi¬ 
ties with the organization’s goals. One of the primary ways strategies are implemented 
is through defining the results, behaviors, and, to some extent, employee characteris¬ 
tics that are necessary for carrying out that strategy, and then developing measure¬ 
ment and feedback systems that will maximize the extent to which employees exhibit 
the characteristics, engage in the behaviors, and produce the results. To achieve this 


TABLE 8.2 

Recommendations 

for Designing an 

Effective 

Performance 

Management 

System 


• Define performance with a focus on valued outcomes. Use outcomes that can 
be defined in terms of relative frequencies of behavior. 

• Include performance criteria that include various ways that employees can add 

value to a product or service (such as quantity, quality, timeliness, cost- 
effectiveness, and interpersonal impact). , , 

• Include measures of work behaviors that add value above and beyond what is 
necessary to perform the job (such as assisting coworkers or taking the initiative 
to repair broken equipment). 

• Internal customer definitions of performance should be linked to external 
customer satisfaction. 


Monitor actual and perceived constraints through interviews, surveys, and 
observation. 


mm 


SOURCE: Adapted from Exhibit 2.1 in H.J. Bernardin, C.M. Hagan, J.S. Kane, and P. Villanova, 
"Effective Performance Management: A Focus on Precision, Customers, and Situational 
Constraints," in Performance Appraisal: State of the Art in Practice, ed. J.W. Smither (San Francisco: 
Jossey-Bass, 1998), p. 56. Used by permission of Jossey-Bass, Inc., a subsidiary of John Wiley & 
Sons, Inc. 
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strategic purpose, the system must be flexible, because when goals and strategies 
change, the results, behaviors, and employee characteristics usually need to change 
correspondingly. However, performance management systems do not commonly 
achieve this purpose. A survey indicates that only 13 percent of the companies ques¬ 
tioned were using their performance appraisal system to communicate company 
objectives. 4 In addition, surveys of HRM practitioners regarding the purposes of per¬ 
formance appraisal suggest that most systems focus on administrative and develop¬ 
mental purposes. 8 

Performance management systems can also be useful for communicating corporate 
culture and values in companies whose business operations are becoming more global. 
(See the "Competing through Globalization" box on the next page.) 


Administrative Purpose 

Organizations use performance management information (performance appraisals, in 
particular) in many administrative decisions: salary administration (pay raises), pro¬ 
motions, retention-termination, layoffs, and recognition of individual performance. 6 
Despite the importance of these decisions, however, many managers, who are the 
source of the information, see the performance appraisal process only as a necessary 
evil they must go through to fulfill their job requirements. They feel uncomfortable 
evaluating others and feeding those evaluations back to the employees. Thus, they 
tend to rate everyone high or at least rate them the same, making the performance 
appraisal information relatively useless. For example, one manager stated. "There is 
really no getting around the fact that whenever I evaluate one of my people, I stop 
and think about the impact-the ramifications of my decisions on my relationship 
with the guy and his future here .... Call it being politically minded, or using mana¬ 
gerial discretion, or fine-tuning the guy's ratings, but in the end. I've got to live with 
him, and I'm not going to rate a guy without thinking about the fallout. "7 


Developmental Purpose 

A third purpose of performance management is to develop employees who are effec¬ 
tive at their jobs. When employees are not performing as well as they should, per¬ 
formance management seeks to improve their performance. The feedback given dur¬ 
ing a performance evaluation process often pinpoints the employee's weaknesses. 
Ideally, however, the performance management system identifies not only any defi¬ 
cient aspects of the employee's performance but also the causes of these deficiencies- 
for example, a skill deficiency, a motivational problem, or some obstacle holding the 
employee back. 

Managers are often uncomfortable confronting employees with their performance 
weaknesses. Such confrontations, although necessary to the effectiveness of the work 
group, often strain everyday working relationships. Giving high ratings to all em¬ 
ployees enables a manager to minimize such conflicts, but then the developmental 
purpose of the performance management system is not fully achieved. 8 

The purposes of an effective performance management system are to link employee 
activities with the organization's strategic goals, furnish valid and useful information 
for administrative decisions about employees, and give employees useful develop¬ 
mental feedback. Fulfilling these three purposes is central to gaining competitive ad¬ 
vantage through human resources. A vital step in performance management is to de¬ 
velop the measures by which performance will be evaluated. Thus we next discuss the 
issues involved in developing and using different measures of performance. 
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In Chapter 4 we discussed how, through job analysis, one can analyze a job to deter¬ 
mine exactly what constitutes effective performance. Once the company has deter¬ 
mined, through job analysis and design, what kind of performance it expects from its 
employees, it needs to develop ways to measure that performance. This section pre¬ 
sents the criteria underlying job performance measures, later sections discuss ap¬ 
proaches to performance measurement, sources of information, and errors. 

Although people differ about criteria to use to evaluate performance management 
systems, we believe that five stand out: strategic congruence, validity, reliability, ac¬ 
ceptability, and specificity. 


Performance Measures Criteria 
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Strategic Congruence 

Strategic congruence is the extent to which a performance management system elic¬ 
its job performance that is congruent with the organization's strategy, goals, and cul¬ 
ture. If a company emphasizes customer service, then its performance management 
system should assess how well its employees are serving the company's customers. 
Strategic congruence emphasizes the need for the performance management system 
to guide employees in contributing to the organization's success. This requires systems 
flexible enough to adapt to changes in the company's strategic posture. 

Many companies such as Hewlett-Packard, Federal Express, and Coca-Cola have 
introduced measures of critical success factors (CSFs) into their performance man¬ 
agement systems. 9 CSFs are factors in a company's business strategy that give it a com¬ 
petitive edge. Companies measure employee behavior that relates to attainment of 
CSFs, which increases the importance of these behaviors for employees. Employees 
can be held accountable and rewarded for behaviors that directly relate to the com¬ 
pany attaining the CSFs. 

Take, for example, a drug company whose business strategy is to penetrate the 
North American market for dermatology compounds. 1° The company needs to 
shorten the drug development cycle, attract and retain research and development tal¬ 
ent, and maximize the effectiveness of research teams. These are core competencies 
of the business; performance measures are linked directly to the core competencies. 
These include number of dermatology compound submissions to the Food and Drug 
Administration (FDA), number of compound approvals by the FDA, turnover of se¬ 
nior engineers, and team leadership and collaboration. The sources for information 
regarding these performance measures include FDA decisions, team member feedback 
on surveys, and turnover rates. Team and individual accountabilities are directly 
linked to the performance measures. For example, research teams' performance goals 
include FDA submission and approval of three compounds. 

Most companies' appraisal systems remain constant over a long time and through 
a variety of strategic emphases. However, when a company's strategy changes, its em¬ 
ployees' behavior needs to change too. 11 The fact that they often do not change may 
account for why many managers see performance appraisal systems as having little im¬ 
pact on a firm's effectiveness. 

Validity 

Validity is the extent to which a performance measure assesses all the relevant-and 
only the relevant-aspects oLperformance. This is often referred to as "content valid¬ 
ity." For a performance measure to be valid, it must not be deficient or contaminated. 
As you can see front Figure 8.2 on the next page, one of the circles represents "true" 
job performance-all the aspects of performance relevant to success in the job. On the 
other hand, companies must use some measure of performance, such as a supervisory 
rating of performance on a set of dimensions or measures of the objective results on the 
job. Validity is concerned with maximizing the overlap between actual job perform¬ 
ance and the measure of job performance (the green portion in the figure). 

A performance measure is deficient if it does not measure all aspects of perform¬ 
ance (the cranberry portion in the figure). An example is a system at a large,univer¬ 
sity that assesses faculty members based more on research than teaching, thereby rel¬ 
atively ignoring a relevant aspect of performance. 

A contaminated measure evaluates irrelevant aspects of performance or aspects 
that are not job related (the gold portion in the figure). The performance measure 
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FIGURE 8.2 
Contamination and 
Deficiency of a Job 
Performance 
Measure 
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should seek to minimize contamination, but its complete elimination is seldom pos¬ 
sible. An example of a contaminated measure is the use of actual sales figures for eval¬ 
uating salespersons across very different regional territories. Often sales are highly de¬ 
pendent upon the territory (number of potential customers, number of competitors, 
economic conditions) rather than the actual performance of the salesperson. A sales¬ 
person who works harder and better than others might not have the highest sales to¬ 
tals because the territory simply does not have as much sales potential as others. Thus, 
these figures alone would be a measure that is strongly affected by things beyond the 
control of the individual employee. 
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Reliability 

Reliability refers to the consistency of a performance measure. One important type of 
reliability is interrater reliability: the consistency among the individuals who evaluate 
the employee's performance. A performance measure has interrater reliability if two in¬ 
dividuals give the same (or close to the same) evaluations of a person's job perform¬ 
ance. Evidence seems to indicate that most subjective supervisory measures of job per¬ 
formance exhibit low reliability. I 2 With some measures, the extent to which all the 
items rated are internally consistent is important (internal consistency reliability). 

In addition, the measure should be reliable over time (test-retest reliability). A 
measure that results in drastically different ratings depending on when the measures 
are taken lacks test-retest reliability. For example, if salespeople are evaluated based 
on their actual sales volume during a given month, it would be important to consider 
their co~sistency of monthly sales across time. What if an evaluator in a department 
store examined sales only during May? Employees in the lawn and garden department 
would have high sales volumes, but those in the men's clothing department would 
have somewhat low sales volumes. Clothing sales in May are traditionally lower than 
other months. One needs to measure performance consistently across time. 
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Acceptability 

Acceptability refers to whether the people who use a performance measure accept it. 
Many elaborate performance measures are extremely valid and reliable, but they con¬ 
sume so much of managers' time that they refuse to use it. Alternatively, those being 
evaluated by a measure may not accept it. 

Acceptability is affected by the extent to which employees believe the perform- 
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SOURCE: Adapted from S.W. Gilliland and J.C. Langdon, "Creating Performance Management 
Systems That Promote Perceptions of Fairness," in Performance Appraisal: State of the Art in 
Practice, ed. J.W. Smither (San Francisco: Jossey-Bass, 1998), pp. 209-43. Used by permission of 
Jossey-Bass, Inc., a subsidiary of John Wiley & Sons, Inc. 


ance management system is fair. As Table 8.3 shows, there are three categories of per¬ 
ceived fairness: procedural, interpersonal, and outcome fairness. The table also shows 
specifically how the performance management system's development, use, and out¬ 
comes affect perceptions of fairness. In developing and using a performance manage¬ 
ment system, managers should take the steps shown in the column labeled "Implica¬ 
tions" in Table 8.3 to ensure that the system is perceived as fair. Research suggests that 
performance management systems that are perceived as unfair are likely to be legally 
challenged, be used incorrectly, and decrease employee motivation to improve. 13 


Specificity 

Specificity is the extent to which a performance measure tells employees what is ex¬ 
pected of them and how they can meet these expectations. Specificity is relevant to 
both the strategic and developmental purposes of performance management. If a 
measure does not specify what an employee must do to help the company achieve its 
strategic goals, it does not achieve its strategic purpose. Additionally, if the measure 
fails to point out employees’ performance problems, it is almost impossible for the em¬ 
ployees to correct their performance. 

The "Competing through High-Performance Work Systems” box shows ho'w a 
web-based appraisal system can improve the strategic congruence, validity, accept¬ 
ability, and specificity of a performance management system. 
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••• Approaches to Measuring, Performance 

The model of performance management presented in Figure 8.1 shows that we can 
manage performance by focusing on employee attributes, behaviors, or results. In ad¬ 
dition. we can measure performance in a relative way, making overall comparisons 
among individuals' performance. Finally, we can develop a performance measurement 
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system that incorporates some variety of the preceding measures, as evidenced by the 
quality approach to measuring performance. Various techniques combine these ap- 
proacnes. (n tills section we expc'ore ttlese approacrtes co measunilg ana managfilg 
performance, discussing the techniques that are associated with each approach and 
evaluating these approaches against the criteria of strategic congruence, validity, re¬ 
liability, acceptability, and specificity. 


The Comparative Approach 

The comparative approach to performance measurement requires the rater to com¬ 
pare an individual's performance with that of others. This approach usually uses some 
overall assessment of an individual's performance or worth and seeks to develop some 
ranking of the individuals within a work group. At least three techniques fall under 
the comparative approach: ranking, forced distribution, and paired comparison. 


Ranking 

Simple ranking requires managers to rank employees within their departments from 
highest performer to poorest performer (or best to worst). Alternation ranking , on the 
other hand, consists of a manager looking at a list of employees, deciding who is the 
best employee, and crossing that person's name off the list. From the remaining 
names, the manager decides who the worst employee is and crosses that name off the 
list-and so forth. 

Ranking is one method of performance appraisal that has received specific atten¬ 
tion in the courts. In the Albermarle v. Moody case, the validation of the selection sys¬ 
tem was conducted using employee rankings as the measure of performance. The 
court actually stated. "There is no way of knowing precisely what criteria of job per¬ 
formance that supervisors were considering, whether each supervisor was considering 
the same criteria-or whether, indeed, any of the supervisors actually applied a fo¬ 
cused and stable body of criteria of any kind." 14 


Forced Distribution 

The forced distribution method also uses a ranking format, but employees are ranked in 
groups. This technique requires the manager to put certain percentages of employees 
into predetermined categories as dePicted in Table 8.4. The example in the table 
shows how Merck combines the performance of the division with individual per¬ 
formance to recommend the distributions of employees that should fall into each cat¬ 
egory. For example, among poorly performing divisions (Not Acceptable), only 1 per¬ 
cent of employees should receive the highest rating (TF = Top 5 percent), whereas 
among top-performing divisions (Exceptional), 8 percent of employees should receive 
the highest rating. In some situations, the forced distribution method forces managers 
to categorize employees based on distribution rules, not on their performance. For ex¬ 
ample, even if a manager's employees are all above average performers, the manager 
is forced to rate some employees as "Not Acceptable." 

Ford Motors' forced ranking system (a type of forced distribution system) was dis¬ 
cussed in the chapter opener. Proponents of forced distribution systems argue that 
they guard against managers who are afraid to fire poor performers. Critics say they 
make managers penalize a good but not great employee who is part of an outstanding 
team. A mediocre employee in a struggling work team can come out looking like an 
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outstanding employee. Also, it is difficult to rank employees into distinctive cate¬ 
gories when criteria are subjective or when it is difficult to differentiate employees on 
the criteria (such as teamwork or communication skills). 


Paired Comparison 

The paired comparison method requires managers to compare every employee with 
every other employee in the work group, giving an employee a score of 1 every time 
he or she is considered the higher performer. Once all the pairs have been compared, 
the manager computes the number of times each employee received the favorable de¬ 
cision (that is, counts up the points), and this becomes the employee's performance 
score. 

The paired comparison method tends to be time-consuming for managers and will 
become more so as organizations become flatter with an increased span of control. For 
example- a manager with 10 employees must make 45 (10 X 9Iz) comparisons. How¬ 
ever, if the group increases to 15 employees, 105 comparisons must be made. 


Evaluating the Comparative Approach 

The comparative approach to performance measurement is an effective tool in differ¬ 
entiating employee performance; it virtually eliminates problems of leniency, central 
tendency, and strictness. This is especially valuable if the results of the measures are 
to be used in making administrative decisions such as pay raises and promotions. In 
addition, such systems are relatively easy to develop and in most cases easy to use; 
thus, they are often accepted by users. 

One problem with these techniques, however, is their common failure to be linked 
to the strategic goals of the organization. Although raters can evaluate the extent to 
which individuals' performances support the strategy, this link is seldom made ex¬ 
plicit. In addition, because of the subjective nature of the ratings, their actual valid- 
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ity and reliability depend on the raters themselves. Some firms use multiple evalua¬ 
tors to reduce the biases of any individual, but most do not. At best, we could con¬ 
clude that their reliability and validity are modest. 

These techniques lack specificity for feedback purposes. Based only on their rela¬ 
tive rankings, individuals are completely unaware of what they must do differently to 
improve their ranking. This puts a heavy burden on the manager to provide specific 
feedback beyond that of the rating instrument itself. Finally, many employees and 
managers are less likely to accept evaluations based on comparative approaches. Eval¬ 
uations depend on how employees' performance relates to other employees in a group, 
team, or department (normative standard) rather than on absolute standards of ex¬ 
cellent, good, fair, and poor performance. 


The Attribute Approach 

The attribute approach to performance management focuses on the extent to which 
individuals have certain attributes (characteristics or traits) believed desirable for the 
company's success. The techniques that use this approach define a set of traits-such 
as initiative, leadership, and competitiveness-and evaluate individuals on them. 


Graphic Rating Scales 

The most common form that the attribute approach to performance management 
takes is the graphic rating scale. Table 8.5 shows a graphic rating scale used in a man¬ 
ufacturing company. As you can see, a list of traits is evaluated by a five-point (or 
some other number of points) rating scale. The manager considers one employee at a 
time, circling the number that signifies how much of that trait the individual has. 
Graphic rating scales can provide a number of different points (a discrete scale) or a 
continuum along which the rater simply places a check mark (a continuous scale). 

The legal defensibility of graphic rating scales was questioned in the Brito v. Zia 
(1973) case. In this case Spanish-speaking employees had been terminated as a result 
of their performance appraisals. These appraisals consisted of supervisors' rating sub- 


The following areas of performance are significant to most positions. Indicate your 
assessment of performance on each dimension by circling the appropriate rating. 
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ordinates on a number of undefined dimensions such as volume of work, quantity of 
work, job knowledge, dependability, and cooperation. The court criticized the sub¬ 
jective appraisals and stated that the company should have presented empirical data 
demonstrating that the appraisal was significantly related to actual work behavior. 


Mixed-Standard Scales 

Mixed-standard scales were developed to get around some of the problems with graphic 
rating scales. To create a mixed-standard scale, we define the relevant performance di¬ 
mensions and then develop statements representing good, average, and poor per¬ 
formance along each dimension. These statements are then mixed with the state¬ 
ments from other dimensions on the actual rating instrument. An example of a 
mixed-standard scale is presented in Table 8.6. 

As we see in the table, the rater is asked to complete the rating instrument by in¬ 
dicating whether the employee's performance is above (+), at (0), or below (-) the 
statement. A special scoring key is then used to score the employee's performance for 
each dimension. Thus, for example, an employee performing above all three state¬ 
ments receives a 7. If the employee is below the good statement, at the average state¬ 
ment, and above the poor statement, a score of 4 is assessed. An employee below all 
three statements is given a rating of 1. This scoring is applied to all the dimensions to 
determine an overall performance score. 

Note that mixed-standard scales were originally developed as trait-oriented scales. 
However, this same technique has been applied to instruments using behavioral 
rather than trait-oriented statements as a means of reducing rating errors in perform¬ 
ance appraisal. ls 


Evaluating the Attribute Approach 

Attribute-based performance methods are the most popular methods in organizations. 
They are quite easy to develop and are generalizable across a variety of jobs, strate¬ 
gies, and organizations. In addition, if much attention is devoted to identifying 
those attributes relevant to job performance and carefully defining them on the rat¬ 
ing instrument, they can be as reliable and valid as more elaborate measurement 
techniques. 

However, these techniques fall short on several of the criteria for effective per¬ 
formance management. There is usually little congruence between the techniques 
and the company's strategy. These methods are used because of the ease in develop¬ 
ing them and because the same method (list of traits, comparisons) is generalizable 
across any organization and any strategy. In addition, these methods usually have 

very vague performance standards that are open to different interpretations by differ¬ 

ent raters. Because of this, different raters often provide extremely different ratings 
and rankings. The result is that both the validity and reliability of these methods are 
usually low. 

Virtually none of these techniques provides any specific guidance on how an em¬ 
ployee can support the company's goals or correct performance deficiencies. In addi¬ 
tion, when raters give feedback, these techniques tend to elicit defensiveness from 

employees. For example, how would you feel if you were told that on a five-point 
scale, you were rated a "2" in maturity? Certainly you might feel somewhat defensive 
and unwilling to accept that judgment, as well as any additional feedback. Also, being 
told you were rated a "2" in maturity doesn't tell you how to improve your rating. 
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The Behavioral Approach 

The behavioral approach to performance management attempts to define the behav¬ 
iors an employee must exhibit to be effective in the job. The various techniques define 
those behaviors and then require managers to assess the extent to which employees 
exhibit them. We discuss five techniques that rely on the behavioral approach. 


Criticallncidents 

The critical incident approach requires managers to keep a record of specific examples 
of effective and ineffective performance on the part of each employee. Here's an ex¬ 
ample of an incident described in the performance evaluation of an appliance repair 
person: 

A customer called in about a refrigerator that was not cooling and was making a clicking 
noise every few minutes. The technician prediagnosed the cause of the problem and 
checked his truck for the necessary parts. When he found he did not have them, he checked 
the parts out from inventory so that the customer's refrigerator would be repaired on his first 
visit and the customer would be satisfied promptly. 

These incidents give specific feedback to employees about what they do well and 
what they do poorly, and they can be tied to the company's strategy by focusing on 
incidents that best support that strategy. However, many managers resist having to 
keep a daily or weekly log of their employees’ behavior. It is also often difficult to 
compare employees because each incident is specific to that individual. 


Behaviorally Anchored Rating Scales 

A behaviorally anchored rating scale (BARS) builds on the critical incidents approach. It 
is designed to specifically define performance dimensions by developing behavioral an¬ 
chors associated with different levels of performance. 16 An example of a BARS is pre¬ 
sented in Figure 8.3. As you can see, the performance dimension has a number of ex¬ 
amples of behaviors that indicate specific levels of performance along the dimension. 

To develop a BARS, we first gather a large number of critical incidents that repre¬ 
sent effective and ineffective performance on the job. These incidents are classified 
into performance dimensions, and the ones that experts agree clearly represent a par¬ 
ticular level of performance are used as behavioral examples (or anchors) to guide the 
rater. The- manager's task is to consider an employee's performance along each di¬ 
mension and determine where on the dimension the employee's performance fits 
using the behavioral anchors as guides. This rating becomes the employee's score for 
that dimension. 

Behavioral anchors have advantages and disadvantages. They can increase inter¬ 
rater reliability by providing a precise and complete definition of the performance di¬ 
mension. A disadvantage is that they can bias information recall-that is, behavior 
that closely approximates the anchor is more easily recalled than other behavior.!? 
Research has also demonstrated that managers and their subordinates do not make 
much of a distinction between BARS and trait scales.!8 


Behavioral Observation Scales 

A behavioral observation scale (BOS) is a variation of a BARS. Like a BARS, a BOS is 
developed from critical incidents. !9 However, a BOS differs from a BARS in two basic 
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Preparing for Duty 


Always early for work, gathers all 
necessary equipment to go to 
work, fully dressed, checks activity 
from previous shifts before going 
to roll call. 


Always early for work, gathers all 
7 r necessary equipment to go to 
work, fully dressed, uses time 
before roll call to review previous 
shift's activities and any new 
bulletins, takes notes of previous 
shift's activity mentioned during 
roll call. 

6 


[_ Early for work, has all necessary 
equipment to go to work, fully 
dressed. 


On time, has all necessary 
equipment to go to work, fully 
dressed. 


|_ Not fully dressed for roll call, does 
not have all necessary eqwpment. 


Late for roll call, does not check 
equipment or vehicle for damage 
or needed repairs, unable to go to 
work from roll call, has to go to 
locker, vehicle, or home to get 
necessary equipment. 


Late for roll call majority of period, 
does not check equipment or 
vehicle, does not have necessary 
equipment to go to work. 


FIGURE 8.3 

Task-BARS Rating 
Dimension: Patrol 
Officer 


SOURCE: Adapted from R. Harvey, "Job Analysis," in Handbook of Industrial & 
Psychology, 2nd ed„ ed. M. Dunnette and L. Hough (Palo Alto, CA.: Consulting 


Organizational 
Psychologists Press, 


1991), p.138. 
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TABLE 8.7 

An Example of a 
Behavioral 
Observation Scale 
(BOS) for Evaluating 
Job Performance 


Overcoming Resistance to Change 

(1) Describes the details of the change to subordinates. 

Almost Waver 1 2 3 4 5 Almost AlwayS 

(2) Explains why the change is necessary. 

Almost Never 1 2 3 4 5 Almost Always 

(3) Discusses how the chaftge will affect the employee. 

Almost Never ' f" 2 3 4 5 ' Almost Always 

(4) Listens to the employee's concerns. 

Almost Never 1 2 3 4 5 Almost Always 

(5) Asks the employee for help in making the change work. 

Almost Never 1 2 3 4 5 Almost Always 

(6) If necessary, specifies the date for a follow-up meeting to respond to the 
employee's concerns. 

Almost Never 1 2 3 4 5 Almost Always 

v • ■ A-t'' - Totals__■ .% 

Below Adequate Adequate Full Excellent Superior 

6-10 11-15 16-20 21-25 26-30 


..ips 


Scores are set by management. 

SOURCE: G. Latham and K. Wexley, Increasing Productivity through Performance Appraisal, p. 56. 
© 1994, 1981 Addison-Wesley Publishing Co., Inc. Reprinted by permission of Addison-Wesley 
Longman Publishing Company, Inc. 


ways. First, rather than discarding a large number of the behaviors that exemplify ef¬ 
fective or ineffective performance, a BOS uses many of them to more specifically de¬ 
fine all the behaviors that are necessary for effective performance (or that would be 
considered ineffective performance). Instead of using, say, 4 behaviors to define 4 lev¬ 
els of performance on a particular dimension, a BOS may use 15 behaviors. An ex¬ 
ample of a BOS is presented in Table 8.7. 

A second difference is that rather than assessing which behavior best reflects an in¬ 
dividual’s performance, a BOS requires managers to rate the frequency with which the 
employee has exhibited each behavior during the rating period. These ratings are 
then averaged to compute an overall performance rating. 

The major drawback of a BOS is that it may require more information than most 
managers can process or remember. A BOS can have 80 or more behaviors, and the 
manager must remember how frequently an employee exhibited each of these behav¬ 
iors over a 6- or 12-month rating period. This is taxing enough for one employee, but 
managers often must rate 10 or more employees. 

A direct comparison of BOS, BARS, and graphic rating scales found that both 
managers and employees prefer BOS for differentiating good from poor performers, 
maintaining objectivity, providing feedback, suggesting training needs, and being 
easy to use among managers and subordinates. 20 


Organizational Behavior Modification 

Organizational behavior modification (OBM) entails managing the behavior of employ¬ 
ees through a formal system of behavioral feedback and reinforcement. This system 
builds on the behaviorist view of motivation, which holds that individuals’ future be¬ 
havior is determined by past behaviors that have been positively reinforced. The 
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FIGURE 8.4 

Increases in Record Keeping as a Result of OBM 
100 


1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 

Baseline Interview weeks Intervention 


SOURCE: Based on K.L. Langeland, C.M. Johnson, and T.C. Mawhinney, "Improving Staff Performance in a 
Community Mental Health Setting: Job Analysis, Training, Goal Setting, Feedback, and Year of Data," 
Journal of Organizational Behavior Management 18 (1998), pp. 211-43. 


techniques vary, but most have four components. First, they define a set of key be. 
haviors necessary for job performance. Second, they use a measurement system to as¬ 
sess whether these behaviors are exhibited. Third, the manager or consultant inform- 
employees of those behaviors, perhaps even setting goals for how often the employ¬ 
ees should exhibit those behaviors. Finally, feedback and reinforcement are provided 
to employees.2 1 

OBM techniques have been used in a variety of settings. For example, OBM was 
used to increase the rates and timeliness of critical job behaviors by showing the con¬ 
nection between job behaviors and the accomplishments of a community mental 
health agency,22 Job behaviors were identified that related to administration, record 
keeping, and service provided to clients. Feedback and reinforcement improved staff 
performance. Figure 8.4 shows increases in staff performance in record keeping fol¬ 
lowing the feedback and reinforcement intervention. "Baseline" refers to measures of 
record keeping prior to the intervention. "Interview" refers to record keeping when 
interviews were being conducted with staff to better explain their jobs. Similar results 
have been observed with the frequency of safety behaviors in a processing plant,23 


Assessment Centers , 

Although assessment centers are usually used for selection and promotion decisions, 
they have also been used as a way of measuring managerial performance.24 At an as¬ 
sessment center, individuals usually perform a number of simulated tasks, such as 
leaderless group discussions, in-basket management, and role playing. Assessors 


Assessment 

centers 

A process in which 
multiple raters 
evaluate employees' 
performance on a 
number or exercises. 
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observe the individuals' behavior and evaluate their skill or potential as managers. 
We discuss assessment centers more in Chapter 9. 

The advantage of assessment centers is that they provide a somewhat objective 
measure of an individual's performance at managerial tasks. In addition, they allow 
specific performance feedback, and individualized developmental plans can be de¬ 
signed. For example, ARCO Oil & Gas Corporation sends its managers through as¬ 
sessment centers to identify their individual strengths and weaknesses and to create 
developmental action plans for each manager. 

An interesting public sector application of assessment centers is in the state gov¬ 
ernment of North Carolina. Managers there can be assessed to become "certified mid¬ 
dle managers.” This process includes an assessment center at the beginning of the cer¬ 
tification program, from which an individualized developmental action plan is 
created. The developmental plan, implemented over approximately two years, con¬ 
sists of training and on-the-job developmental experiences. At the end of the two 
years, the manager attends the certification assessment center. Those who successfully 
meet the criteria set forth then become certified. 


Evaluation of the Behavioral Approach 

The behavioral approach can be very effective. It can link the company's strategy to 
the specific behavior necessary for implementing that strategy. It provides specific 
guidance and feedback for employees about the performance expected of them. Most 
of the techniques rely on in-depth job analysis, so the behaviors that are identified 
and measured are valid. Because those who will use the system develop the measures, 
the acceptability is also often high. Finally, with a substantial investment in training 
raters, the techniques are reasonably reliable. 

The major weaknesses have to do with the organizational context of the system. Al¬ 
though the behavioral approach can be closely tied to a company's strategy, the be¬ 
haviors and measures must be constantly monitored and revised to ensure that they are 
still linked to the strategic focus. This approach also assumes that there is "one best 
way” to do the job and that the behaviors that constitute this best way can be identi¬ 
fied. One study found that managers seek to control behaviors when they perceive a 
clear relationship between behaviors and results. When this link is not clear, they tend 
to rely on managing results.2s The behavioral approach might be best suited to less 
complex jobs (where the best way to achieve results is somewhat clear) and least suited 
to complex jobs (where there are multiple ways, or behaviors, to achieve success). 


The Results Approach 

The results approach focuses on managing the objective, measurable results of a job 
or work group. This approach assumes that subjectivity can be eliminated front the 
measurement process and that results are the closest indicator of one’s contribution 
to organizational effectiveness.26 We will examine two performance management sys¬ 
tems that use results: management by objectives and the productivity measurement 
and evaluation system. 


Management by Objectives 27 

Management by objectives (MBO) is popular in both private and public organizations. 
The original concept came from the accounting firm of Booz, Allen, and Hamilton 
and was called a "manager's letter." The process consisted of having all the sub- 
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Generate fee 


Generated fee 
income of $45,000 
over the past 12 
months 


income of 
$30,000 over the 
next 12 months 





ACTUAL 

KEY RESULT AREA 

OBJECTIVE 

% COMPLETE 

PERFORMANCE 


TABLE 8.8 
An Example of a 
Management by 
Objectives (MBO) 
Measure of Job 
Performance 


ordinate managers write a letter to their superiors, detailing what their performance 
goals were for the coming year and how they planned to achieve them. Harold 
Smiddy applied and expanded this idea at General Electric in the 1950s, and Douglas 
McGregor has since developed it into a philosophy of management.2s 

In an MBO system, the top management team first defines the company's strategic 
goals for the coming year. These goals are passed on to the next layer of management, 
and these managers define the goals they must achieve for the company to reach its 
goals. This goal-setting process cascades down the organization so that all managers 
set goals that help the company achieve its goals.2 9 These goals are used as the stan¬ 
dards by which an individual's performance is evaluated.30 

MBO systems have three common components. 3 ! They require specific, difficult, 
objective goals. (An example of MBO-based goals used in a financial service firm is 
presented in Table 8.8.) The goals are not usually set unilaterally by management but 
with the managers' and subordinates' participation. And the manager gives objective 
feedback throughout the rating period to monitor progress toward the goals. 

Research on MBO has revealed two important findings regarding its effective¬ 
ness. 32 Of 70 studies examined, 68 showed productivity gains, while only 2 showed 
productivity losses, suggesting that MBO usually increases productivity. Also, pro¬ 
ductivity gains tend to be highest when there is substantial commitment to the MBO 
program from top management: an average increase of 56 percent when commitment 
was high, 33 percent when commitment was moderate, and 6 percent when commit¬ 
ment was low.. 

Clearly, MBO can have a very positive effect on an organization's performance. 
Considering the process through which goals are set (involvement of staff in setting 
objectives), it is also likely that MBO systems effectively link individual employee 
performance with the firm's strategic goals. 

Finding and Keeping the Best Employees 

For example. Pier 1 Imports was able to give store managers and salespeople access to 
real-time sales totals and analyses, telling them exactly how they were doing com¬ 
pared with, say, the previous day or month. Instead of creating a sweatshop atrpos- 
phere, as some critics worried, employees took the figures as a challenge. "The more 
information you give the associates, the more ownership they feel in the store's per¬ 
formance," says Dave Self, a regional manager for 33 Pier 1 stores. 

Pier 1 employees agree. "It adds to the excitement," claims Alicia Winchell. an as¬ 
sistant manager. During the day, clerks at the store rotate their use of a backroom 
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computer that gives them up-to-the-minute sales data. They learn not only how many 
items were sold and at what price but also how many people entered the store and the 
percentage of those who bought something. They know how many items are new and 
how many were imported from overseas. These figures help managers and sales staff 
create better value for customers, paying close attention to everyone who walks in the 
door. Paula Hankins, a store manager, spent a half hour one day helping an interior 
designer select some small decorations. The designer hadn't planned to spend $250 
that day but said that Hankins "did a great job pointing out what I wanted." 

Pier 1 management makes an important distinction about the data: they are an in¬ 
formational tool, not an instrument of discipline. If a store fails to meet a certain 
short-term goal, "It's not like they're blaming us for it," says employee Kim Smith. Re¬ 
sults provide valuable insight into the whole performance management picture)3 


Productivity Measurement and Evaluation System (ProMES) 

The main goal of ProMES is to motivate employees to higher levels of productivity)4 
It is a means of measuring and feeding back productivity information to personnel. 

ProMES consists of four steps. First, people in an organization identify the prod¬ 
ucts, or the set of activities or objectives, the organization expects to accomplish. The 
organization's productivity depends on how well it produces these products. At a re¬ 
pair shop, for example, a product might be something like "quality of repair." Second, 
the staff defines indicators of the products. Indicators are measures of how well the 
products are being generated by the organization. Quality of repair could be indicated 
by (1) return rate (percentage of items returned that did not function immediately 
after repair) and (2) percentage of quality-control inspections passed. Third, the staff 
establishes the contingencies between the amount of the indicators and the level of 
evaluation associated with that amount. Fourth, a feedback system is developed that 
provides employees and work groups with information about their specific level of 
performance on each of the indicators. An overall productivity score can be com¬ 
puted by summing the effectiveness scores across the various indicators. 

Because this technique is somewhat new, it has been applied in only a few situa¬ 
tions. However, research thus far strongly suggests it is effective in increasing pro¬ 
ductivity. (Figure 8.5 illustrates the productivity gains in the repair shop described 
previously.) The research also suggests the system is an effective feedback mechanism. 
However, users found it time-consuming to develop the initial system. Future research 
on ProMES needs to be conducted before we draw any firm conclusions, but the ex¬ 
isting research indicates that this may be a useful performance management tool. 


Evaluation of the Results Approach 

The results approach minimizes subjectivity, relying on objective, quantifiable indi¬ 
cators of performance. Thus, it is usually highly acceptable to both managers and em¬ 
ployees. Another advantage is that it links an individual's results with the organiza¬ 
tion's strategies and goals. 

However, objective measurements can be both contaminated and deficient-con¬ 
taminated because they are affected by things that are not under the employee's con¬ 
trol, such as economic recessions, and deficient because not all the important aspects of 
job performance are amenable to objective measurement. Another disadvantage is that 
individuals may focus only on aspects of their performance that are measured, neglect¬ 
ing those that are not. For example, if the large majority of employees’ goals relate to 
productivity, it is unlikely they will be concerned with customer service. One study 
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Month 

SOURCE: R. Pritchard, S. Jones, P. Roth, K. Stuebing, and S. Ekeberg, "The Evaluation of an 
Integrated Approach to Measuring Organizational Productivity," Personnel Psychology 42 
(1989), pp. 69-115. Used by permission. 


FIGURE 8.5 

Increases in 
Productivity for a 
Repair Shop Using 
ProMES Measures 


found that objective performance goals led to higher performance but that they also led 
to less helping of coworkers.35 A final disadvantage is that, though results measures pro¬ 
vide objective feedback, the feedback may not help employees learn how they need to 
change their behavior to increase their performance. If baseball players are in a hitting 
slump, simply telling them that their batting average is .190 may not motivate them to 
raise it. Feedback focusing on the exact behavior that needs to be changed (like taking 
one's eye off the ball or dropping one's shoulder) would be more helpful.36 


The Quality Approach 

Thus far we have examined the traditional approaches to measuring and evaluating 
employee performance. Two fundamental characteristics of the quality approach are 
a customer orientation and a prevention approach to errors. Improving customer sat¬ 
isfaction is the primary goal of the quality approach. Customers can be internal or ex¬ 
ternal to the organization. A performance management system designed with a strong 
quality orientation can be expected to 

• Emphasize an assessment of both person and system factors in the measurement 
system. 

• Emphasize that managers and employees work together to solve performance prob¬ 
lems. 
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• Involve both internal and external customers in setting standards and measuring 
performance . 

• Use multiple sources to evaluate person and system factors .^ 

Based on this chapter's earlier discussion of the characteristics of an effective per¬ 
formance management system, it should be apparent to you that these characteristics 
are not just unique to the quality approach but are characteristics of an effective ap¬ 
praisal system! 

Advocates of the quality approach believe that most U.S. companies' performance 
management systems are incompatible with the quality philosophy for a number of 
reasons: 

1. Most existing systems measure performance in terms of quantity, not quality. 

2. Employees are held accountable for good or bad results to which they contribute 
but do not completely control. 

3. Companies do not share the financial rewards of successes with employees ac¬ 
cording to how much they have contributed to them. 

4. Rewards are not connected to business results.38 

Sales, profit margins, and behavioral ratings are often collected by managers to 
evaluate employees' performance. These are person-based outcomes. An assumption 
of using these types of outcomes is that the employee completely controls them. 
However, according to the quality approach, these types of outcomes should not be 
used to evaluate employees' performance because they do not have complete control 
over them (that is, they are contaminated). For example, for salespersons, perform¬ 
ance evaluations (and salary increases) are often based on attainment of a sales quota. 

It is assumed that salespersons' abilities and motivation are directly responsible for 
their performance. However, quality approach advocates argue that better determi¬ 
nants of whether a salesperson reaches the quota are "systems factors" (such as com¬ 
petitors' product price changes) and economic conditions (which are not under the 
salesperson's control).39 Holding employees accountable for outcomes affected by sys¬ 
tems factors is believed to result in dysfunctional behavior, such as falsifying sales re¬ 
ports, budgets, expense accounts, and other performance measures, as well as lower¬ 
ing employees' motivation for continuous improvement. 

Quality advocates suggest that the major focus of performance evaluations should 
be to provide employees with feedback about areas in which they can improve. Two 
types ciffeedback are necessary: (1) subjective feedback from managers, peers, and 
customers about the personal qualities of the employee and (2) objective feedback 
based ;n the work process itself using statistical quality control methods. 

Performance feedback from managers, peers, and customers should be based on 
such dimensions as cooperation, attitude, initiative, and communication skills. Per¬ 
formance evaluation should include a discussion of the employee's career plans. The 
quality approach also strongly emphasizes that performance appraisal systems should 
avoid providing overall evaluations of employees (like ratings such as excellent, good, 
poor). Categorizing employees is believed to encourage them to behave in ways that 
are expected based on their ratings. For example, "average" performers may not be 
motivated to improve their performance but rather may continue to perform at the 
expected level. Also, because employees do not have control over the quality of the 
system in which they work, employee performance evaluations should not be linked 
to compensation. Compensation rates should be based on prevailing market rates of 
pay, seniority, and business results, which are distributed equitably to all employees. 
Statistical process control techniques are very important in the quality approach. 
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These techniques provide employees with an objective tool to identify causes of prob¬ 
lems and potential solutions. These techniques include process-flow analysis, cause- 
and-effect diagrams, Pareto charts, control charts, histograms, and scattergrams. 

Process-flow analysis identifies each action and decision necessary to complete 
work, such as waiting on a customer or assembling a television set. Process-flow analy¬ 
sis is useful for identifying redundancy in processes that increase manufacturing or 
service time. For example, one business unit at Owens-Corning was able to confirm 
that customer orders were error-free only about 25 percent of the time (an unaccept¬ 
able level of service). To improve the service level, the unit mapped out the process 
to identify bottlenecks and problem areas. As a result of this mapping, one simple 
change (installing an 800 number for the fax machine) increased overall accuracy of 
orders as well as transaction speed.40 

In cause-and-effect diagrams, events or causes that result in undesirable outcomes 
are identified. Employees try to identify all possible causes of a problem. The feasibil¬ 
ity of the causes is not evaluated, and as a result, cause-and-effect diagrams produce a 
large list of possible causes. 

A Pareto chart highlights the most important cause of a problem. In a Pareto chart, 
causes are listed in decreasing order of importance, where importance is usually defined 
as the frequency with which that cause resulted in a problem. The assumption of 
Pareto analysis is that the majority of problems are the result of a small number of 
causes. Figure 8.6 shows a Pareto chart listing the reasons managers give for not se¬ 
lecting current employees for a job vacancy. 

Control charts involve collecting data at multiple points in time. By collecting data 
at different times, employees can identify what factors contribute to an outcome and 
when they tend to occur. Figure 8.7 shows the percentage of employees hired inter¬ 
nally for a company for each quarter between 1993 and 1995. Internal hiring in¬ 
creased dramatically during the third quarter of 1994. The use of control charts helps 
employees understand the number of internal candidates who can be expected to be 
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time timing discretion outside development 

too long candidates plan 


Reasons given for not selecting employees 

SOURCE: "Seven Basic Quality Tools" by Carla Carter, HR Magazine, January 1992, p. 83. 
Reprinted with permission of Society for Human Resource Management via Copyright 
Clearance Center. 


FIGURE 8.6 
Pareto Chart 
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FIGURE 8.7 

Control Chart 



SOURCE: "Seven Basic Quality Tools" by Carla Carter, HR Magazine, January 1992, p. 82. 
Reprinted with permission of Society for Human Resource Management via Copyright 
Clearance Center. 


FIGURE 8.8 

Histogram 



Days to fill jobs 

SOURCE: "Seven Basic Quality Tools" by Carla Carter, HR Magazine, January 1992, p. 83. 
Reprinted with permission of Society for Human Resource Management via Copyright 
Clearance Center. 


hired each year. Also, the control chart shows that the amount of internal hiring con¬ 
ducted during the third quarter of 1994 was much larger than normal. 

Histograms display distributions of large sets of data. Data are grouped into a 
smaller number of categories or classes. Histograms are useful for understanding the 
amount of variance between an outcome and the expected value or average outcome. 
Figure 8.8 is a histogram showing the number of days it took a company to fill nonex- 
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empt job vacancies. The histogram shows that most nonexempt jobs took from 17 to 
21 days to fill, and the amount of time to fill nonexempt jobs ranged from 1 to 33 days. 
If an HR manager relied simply on data from personnel files on the number of days it 
took to fill nonexempt positions, it would be extremely difficult to understand the 
variation and average tendency in the amount of time to fill the positions. 

Scattergrams show the relationship between two variables, events, or different 
pieces of data. Scattergrams help employees determine whether the relationship be¬ 
tween two variables or events is positive, negative, or zero. 


Evaluation of the Quality Approach 

The quality approach relies primarily on a combination of the attribute and results 
approaches to performance measurement. However, traditional performance appraisal 
systems focus more on individual employee performance, while the quality approach 
adopts a systems-oriented focus. 41 Many companies may be unwilling to completely 
abandon their traditional performance management system because it serves as the 
basis for personnel selection validation, identification of training needs, or compen¬ 
sation decisions. Also, the quality approach advocates evaluation of personal traits 
(such as cooperation), which are difficult to relate to job performance unless the 
company has been structured into work teams. 

In summary, organizations can take five approaches to measuring performance: 
comparative, attribute, behavioral, results, and quality. Table 8.9 summarizes the var¬ 
ious approaches to measuring performance based on the criteria we set forth earlier 
and illustrates that each approach has strengths and weaknesses. As the quality ap¬ 
proach illustrates, the most effective way of measuring performance is to rely on a 
combination of two or more alternatives. For example, performance management sys¬ 
tems in many companies evaluate the extent to which managers reach specific per¬ 
formance goals or results as well as evaluate their behavior. Figure 8.9 on page 355 
shows an example of a performance management system that evaluates behavior and 
results. The results (project development) are linked to the goals of the business. The 
performance standards include behaviors that the employee can demonstrate to reach 
the results. The system provides for feedback to the employee and holds both the em¬ 
ployee and manager accountable for changing behavior . 


••• Choosing a Source 

for Performance Information 

Whatever approach to performance management is used, it is necessary to decide 
whom to use as the source of the performance measures. Each source has specific 
strengths and weaknesses. We discuss five primary sources: managers, peers, subordi¬ 
nates, self, and customers. 


Managers 

Managers are the most frequently used source of performance information, it is 
usually safe to assume that supervisors have extensive knowledge of the job require¬ 
ments and that they have had adequate opportunity to observe their employees-in 
other words, that they have the ability to rate their employees. In addition, because 
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TABLE 8.9 


Evaluation of Approaches to Performance Measurement 


CRITERIA 


STRATEGIC 

APPROACH CONGRUENCE VALIDITY 


RELIABILITY ACCEPTABILITY SPECIFICITY 




lally high; 


Behavioral 


Comparative Poor, unless 

manager takes 


Attribute Usually low; Usually low; 

requires can be fine if 

manager to developed 

make link carefully 


Usually low; can 
be improved by 
specific 
definitions of 
attributes 
Usually high 


High; easy to 
develop and use 


Very low 


Results 

Very high 

Usually high; 

High; main 

High; usually 

High regarding 

w 


can be both 
contaminated 
and deficient 

problem can be 
test-retest— 
depends on 
timing of 
measure 

developed with 
input from those 
to be evaluated 

results, but low 
regarding 
behaviors 
necessary to 
achieve them 

Quality 

Very high 

' 

High, but can 
be both 
contaminated 
and deficient 

High 

High; usually 
developed with 
input from those 
to be evaluated 

High regarding 
results, but low 
regarding 
behaviors 
necessary to 
achieve them 


supervisors have something to gain from the employees' high performance and some¬ 
thing to lose from low performance, they are motivated to make accurate ratings. 42 Fi¬ 
nally, feedback from supervisors is strongly related to performance and to employee 
perceptions of the accuracy of the appraisal if managers attempt to observe employee 
behavior or discuss performance issues in the feedback session. 43 

Problems with using supervisors as the source of performance information can 
occur in particular situations. In some jobs, for example, the supervisor does not have 
an adequate opportunity to observe the employee performing his job duties. For ex¬ 
ample, in outside sales jobs, the supervisor does not hav- the opportunity to see the 
salesperson at work most of the time. This usually requires that the manager occa¬ 
sionally spend a day accompanying the salesperson on sales calls. However, on those 
occasions the employee will be on best behavior, so there is no assurance that per¬ 
formance that day accurately reflects performance when the manager is not around. 
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Also, some supervisors may be so biased against a particular employee that to use 
the supervisor as the sole source of information would result in less-than-accurate 
measures for that individual. Favoritism is a fact of organizational life, but it is one 
that must be minimized as much as possible in performance management. Thus, the 
performance evaluation system should seek to minimize the opportunities for fa¬ 
voritism to affect ratings. One way to do this is not to rely on only a supervisor's eval¬ 
uation of an employee's performance. 

While managers are the most frequently used source of performance information, 
it is ironic that upper level managers or chief executive officers, whose decisions 
affect all of the company's shareholders, rarely receive performance evaluation. 
This situation is beginning to change. For example, Thomas Loarie (chairman and 
CEO of KeraVision Inc., a vision correction company in California) is evaluated by 
the company's six directors.45 The six nonmanagement directors evaluate Loarie each 
August during a retreat that lasts two or three days. The process is separate from that 
used to set his annual compensation. Directors use a 17-item questionnaire that 

focuses on four key areas: company performance, leadership, team building and 
management succession, and leadership of external stakeholders such as customers. 
The board rated him lower than he expected on involving its members. As a result of 
the appraisal, he has taken steps to get the board involved in setting the company's 
objectives. He has encouraged more interactions between senior managers and board 
members. 

Although CEOs view appraisals such as Loarie's with anxiety, these appraisals are 
helpful in building an understanding with the board of directors. Such feedback is also 
useful for changing the CEO's strategy and policies, likely improving the bottom line. 
This translates into benefits for employees and shareholders alike! 


Peers 

Another source of performance information is the employee's coworkers. Peers are an 
excellent source of information in a job such as law enforcement, where the supervi¬ 
sor does not always observe the employee. Peers have expert knowledge of job re¬ 
quirements, and they often have the most opportunity to observe the employee in 
day-to-day activities. Peers also bring a different perspective to the evaluation 
process, which can be valuable in gaining an overall picture of the individual's per¬ 
formance. In fact, peers have been found to provide extremely valid assessments of 
performance in several different settings.^6 

One disadvantage of using peer ratings is the potential for friendship to bias rat- 
ings.47 Little empirical evidence suggests that this is often a problem, however. An¬ 
other disadvantage is that when the evaluations are made for administrative deci¬ 
sions, peers often find the situation of being both rater and ratee uncomfortable. 
When these ratings are used only for developmental purposes, however, peers react 
favorably.48 


Subordinates 

Subordinates are an especially valuable source of performance information when 
managers are evaluated. Subordinates often have the best opportunity to evaluate 
how well a manager treats employees. One recent study found that managers viewed 
receiving upward feedback more positively when receiving feedback from subordi- 
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nates who were identified, but subordinates preferred to provide anonymous feedback. 
When subordinates were identified, they inflated their ratings of the manager.49 

One problem with subordinate evaluations is that they give subordinates power 
over their managers, thus putting the manager in a difficult situation.50 This can lead 
to managers' emphasizing employee satisfaction over productivity. However, this 
happens only when administrative decisions are made from these evaluations. As 
with peer evaluations, it is a good idea to use subordinate evaluations only for devel¬ 
opmental purposes. To assure subordinates that they need not fear retribution from 
their managers, it is necessary to use anonymous evaluations and at least three subor¬ 
dinates for each manager. 


Self 

Although self-ratings are not often used as the sole source of performance informa¬ 
tion, they can still be valuable.51 Obviously, individuals have extensive opportunities 
to observe their own behavior, and they usually have access to information regarding 
their results on the job. 

One problem with self-ratings, however, is a tendency toward inflated assessments. 
This stems from two sources. If the ratings are going to be used for administrative de¬ 
cisions (like pay raises), it is in the employees' interests to inflate their ratings. And 
there is ample evidence in the social psychology literature that individuals attribute 
their poor performance to external causes, such as a coworker who they think has not 
provided them with timely information. Although self-ratings are less inflated when 
supervisors provide frequent performance feedback, it is not advisable to use them for 
administrative purposes. 52The best use of self-ratings is as a prelude to the perform¬ 
ance feedback session to get employees thinking about their performance and to focus 
discussion on areas of disagreement. 


Customers 

Service industries are expected to account for virtually all job growth between 1996 
and 2006.55 As a result, we would expect many companies to move toward involving 
customers in their evaluation systems. One writer has defined sen'ices this way: "Ser¬ 
vices is something which can be bought and sold but which you cannot drop on your 
foot."54 Because of the unique nature of services-the product is often produced and 
consumed on the spot-supervisors, peers, and subordinates often do not have the op¬ 
portunity to observe employee behavior. Instead, the customer is often the only per¬ 
son present to observe the employee's performance and thus is the best source of per¬ 
formance information. 

Many companies in service industries have moved toward customer evaluations of 
employee performance. Marriott Corporation provides a customer satisfaction card in 
every room and mails surveys to a random sample of customers after their stay in a 
Marriott hotel. Whirlpool's Consumer Services Division conducts both mail and tele¬ 
phone surveys of customers after factory service technicians have serviced their 
appliances. These surveys allow the company to evaluate an individual technician's 
customer-service behaviors while in the customer's home. 

Using customer evaluations of employee performance is appropriate in two sit¬ 
uations. 55The first is when an employee's job requires direct service to the customer 
or linking the customer to other services within the company. Second, customer 



358 


Part 3 Assessment and Development of HRM 


360-degree 

appraisal 

A performance 
appraisal process for 
managers that 
includes evaluations 
from a wide range 
of persons who 
interact with the 
manager. The 
process includes 
self-evaluations as 
well as evaluations 
from the manager's 
boss, subordinates, 
peers, and 
customers. 


evaluations are appropriate when the company is interested in gathering information 
to determine what products and services the customer wants. That is, customer eval¬ 
uations serve a strategic goal by integrating marketing strategies with human resource 
activities and policies. Customer evaluations collected for this purpose are useful for 
both evaluating the employee and helping to determine whether changes in other 
HRM activities (such as training or the compensation system) are needed to improve 
customer service. 

The weakness of customer surveys is their expense. Printing, postage, telephone, 
and labor can add up to hundreds of dollars for the evaluation of one individual. Thus 
many companies conduct such evaluations only once a year for a short time. 

In conclusion, the best source of performance information often depends on the 
particular job. One should choose the source or sources that provide the best oppor¬ 
tunity to observe employee behavior and results. The “Competing by Meeting Stake¬ 
holders’ Needs” box shows how Synergy, Inc., includes multiple evaluations in the 
performance measurement system. Table 8.10 summarizes this information for most 
jobs. Often, eliciting performance information from a variety of sources results in a 
performance management process that is accurate and effective. In fact, one recent 
popular trend in organizations is called 360-degree appraisals. 56 This technique con¬ 
sists of having multiple raters (boss, peers, subordinates, customers) provide input 
into a manager’s evaluation. The major advantage of the technique is that it provides 
a means for minimizing bias in an otherwise subjective evaluation technique. It has 
been used primarily for strategic and developmental purposes and is discussed in 
greater detail in Chapter 9. 57 


■•*§ Rater Errors 

in Performance Measurement 

Research consistently reveals that humans have tremendous limitations in processing 
information. Because we are so limited, we often use “heuristics, ’ or simplifying 
mechanisms, to make judgments, whether about investments or about people. 58 
These heuristics, which appear often in subjective measures of performance, can lead 
to rater errors. Performance evaluations may also be purposefully distorted. We dis¬ 
cuss rater errors and appraisal politics next. 


TABLE 8.10 

Frequency of 
Observation for 
Various Sources of 
Performance 
Information 

Interpersonal 

Behaviors Occasional Frequent Frequent Always Frequent 

Results Occasional Frequent Frequent ^Frequent Frequent 





SOURCE 




SUPERVISOR 

PEERS 

SUBORDINATES 

SELF 

CUSTOMERS 




Occasional Fneqaent Rare; M - 
■, ■ frequent Occasionat- 


Always 


:Fr»quentT 

Freqweotd 


SOURCE: Adapted from K. Murphy and J. Cleveland, Performance Appraisal: An Organizational 
Perspective (Boston: Allyn & Bacon, 1991). 





COMPETING 
BY MEETING 
STAKEHOLDERS' 
NEEDS 



Timely Feedback Leads 
to an Evaluation Program 
That Gets Hilrh lVlarks 


Synergy, Inc., headquartered in 
a Philadelphia suburb, provides 
incentive compensation plan 
management software for large 
companies. An important part 
of Synergy's culture is open 
communications and continu¬ 
ous feedback—not just 
between employee and man¬ 
ager but also between client 
and employee and between 
employees. 

When the company con¬ 
sisted of only seven employees. 
Synergy had a very informal ap¬ 
praisal process. The seven em¬ 
ployees would sit around a 
table and discuss performance 
issues. The informal appraisal 
process is no longer realistic 
because Synergy has grown to 
260 employees. To maintain 
positive teamwork, Synergy has 
developed a unique employee 
evaluation program. One of the 
most important features is that 
Synergy employees are evalu¬ 
ated every quarter instead of 
the typical once-a-year evalua¬ 
tion. Management believes that 
to change behavior more fre¬ 
quent feedback is necessary. 


For their evaluations, employ¬ 
ees are given a numerical score 
from 1 to 5 in addition to writ¬ 
ten comments. To motivate em¬ 
ployees to improve their 
numbers, the evaluations are 
linked to compensation. The 
evaluation determines up to 40 
percent of the quarterly bonus, 
which can be from 5 to 100 
percent of an employee's base 
pay. Another important feature 
of the evaluation system is that 
employees can receive feed¬ 
back from their managers, col¬ 
leagues, and employees and 
managers in other depart¬ 
ments. All feedback is anony¬ 
mous except that provided by 
an employee's manager. Staff 
members are even encouraged 
to give feedback to managers 
and executives. Customers also 
contribute feedback to Synergy 
teams they work with. The 
feedback from multiple sources 
shows employees that others 
besides their managers see 
their performance similarly. The 
feedback also builds managers' 
confidence in their own evalua¬ 
tions when it matches the eval¬ 


uations of others. If other evalu¬ 
ators disagree or identify possi¬ 
ble barriers that inhibited 
performance, a manager may 
reconsider an evaluation. 

One challenge of the evalua¬ 
tion program is that it requires 
a major commitment from both 
employees and managers to 
make it work. Employees can 
write comments for as many as 
20 other employees in addition 
to their own self-evaluations 
and setting personal perform¬ 
ance goals. For managers the 
process may take an entire 
week each quarter. But despite 
this large effort, the system has 
had some positive payoffs. Be¬ 
cause the system gives man¬ 
agers plenty of opportunities to 
help employees improve, Syn¬ 
ergy has terminated only 10 
employees in the past eight 
years. Employees also appreci¬ 
ate the program because it 
helps them focus on what is im¬ 
portant for themselves and for 
Synergy's success. 

SOURCE: P. Kiger, "Frequent Employee 
Feedback Is Worth the Cost and Time," 
Workforce, March 2001, pp. 62-65. 


Similar to Me 

“Similar to me” is the error we make when we judge those who are similar to us more 
highly than those who are not. Research has demonstrated that this effect is strong,- 
and when similarity is based on demographic characteristics such as race or sex, it can 
result in discriminatory decisions. 39 Most of us tend to think of ourselves as effective, 
and so if others are like us—in race, gender, background, attitudes, or beliefs—we as¬ 
sume that they too are effective. 
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Contrast 

Contrast error occurs when we compare individuals with one another instead of 
against an objective standard. Consider a completely competent performer who works 
with a number of peers who are outstanding. If the competent employee receives 
lower-than-deserved ratings because of the outstanding colleagues, that is contrast 

error. 


Distributional Errors 

Distributional errors are the result of a rater's tendency to use only one part of the rat¬ 
ing scale. Leniency occurs when a rater assigns high (lenient) ratings to all employees. 
Strictness occurs when a manager gives low ratings to all employees-that is, holds all 
employees to unreasonably high standards. Central tendency reflects that a manager 
rates all employees in the middle of the scale. These errors pose two problems. First, 
they make it difficult to distinguish among employees rated by the same person. Sec¬ 
ond. they create problems in comparing the performance of individuals rated by dif¬ 
ferent raters. If one rater is lenient and the other is strict, employees of the strict rater 
will receive significantly fewer rewards than those rated by the lenient rater. 


Halo and Horns 

These errors refer to a failure to distinguish among different aspects of performance. 
Halo error occurs when one positive performance aspect causes the rater to rate all 
other aspects of performance positively-for example, professors who are rated as out¬ 
standing researchers because they are known to be outstanding teachers. Horns error 
works in the opposite direction: one negative aspect results in the rater assigning low 
ratings to all the other aspects. 

Halo and horns errors preclude making the necessary distinctions between strong 
and weak performance. Halo error leads to employees believing that no aspects of 
their performance need improvement. Homs error makes employees frustrated and 

defensive. 


Reducing Rater Errors 

Two approaches to reducing rating errors have been offered. ^ Rater error training at¬ 
tempts to make managers aware of rating errors and helps them develop strategies for 
minimizing those errors.61 These programs consist of having the participants view 
videotaped vignettes designed to elicit rating errors such as "contrast." They then 
make their ratings and discuss how the error influenced the rating. Finally, they get 
tips to avoid committing those errors. This approach has been shown to be effective 
for reducing errors, but there is evidence that reducing rating errors can also reduce 
accuracy.62 

Rater accuracy training, also calledframe-of-reference training, attempts to emphasize 
the multidimensional nature of performance and thoroughly familiarize raters with 
the actual content of various performance dimensions. This involves providing 
examples of performance for each dimension and then discussing the actual or "cor¬ 
rect" level of performance that the example represents.63 Accuracy training seems to 
increase accuracy, provided that in addition the raters are held accountable for rat¬ 
ings, job-related rating scales are used, and raters keep records of the behavior they 

observe.64 
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Appraisal Politics 

Appraisal politics refer to evaluators purposefully distorting a rating to achieve per¬ 
sonal or company goals. Research suggests that several factors promote appraisal pol¬ 
itics. These factors are inherent in the appraisal system and the company culture. Ap¬ 
praisal politics are most likely to occur when raters are accountable to the employee 
being rated, there are competing rating goals, and a direct link exists between per¬ 
formance appraisal and highly desirable rewards. Also, appraisal politics are likely to 
occur if top executives tolerate distortion or are complacent toward it, and if distor¬ 
tion strategies are part of "company folklore" and are passed down from senior em¬ 
ployees to new employees. 

It is unlikely that appraisal politics can be completely eliminated. Unfortunately, 
there is little research on the best methods to eliminate appraisal politics. To mini¬ 
mize appraisal politics, managers should keep in mind the characteristics of a fair ap¬ 
praisal system shown in Table 8.3. In addition, managers should 


Appraisal politics 

A situation in which 
evaluators 
purposefully distort 
ratings to achieve 
personal or 
company goals. 


• Train raters on the appropriate use of the process as discussed previously. 

• Build top management support for the appraisal system and actively discourage dis¬ 
tortion. 

• Give raters some latitude to customize performance objectives and criteria for their 
ratees. 

• Recognize employee accomplishments that are not self-promoted. 

• Make sure constraints such as budget do not drive the process. 

• Make sure appraisal processes are consistent across the company. 

• Foster a climate of openness to encourage employees to be honest about weak¬ 
nesses. 65 


••• Performance Feedback 

Once the expected performance has been defined and employees' performances have 
been measured, it is necessary to feed that performance information back to the em¬ 
ployees so they can correct any deficiencies. The performance feedback process is 
complex and provokes anxiety for both the manager and the employee. Table 8.11 
provides examples of feedback that managers have given employees. You be the judge 
as to these statements' effectiveness in improving employees' performance! 

Few of us feel comfortable sitting in judgment of others. The thought of con¬ 
fronting others with what we perceive to be their deficiencies causes most of us to 
shake in our shoes. If giving negative feedback is painful, receiving it can be excruci- 
ating-thus the importance of the performance feedback process. 


The Manager's Role in an Effective Performance 
Feedback Process 

If employees are not made aware of how their performance is not meeting expecta¬ 
tions, their performance will almost certainly not improve. In fact, it may get worse. 
Effective managers provide specific performance feedback to employees in a way that 
elicits positive behavioral responses. To provide effective performanceJeedback man¬ 
agers should consider the following recommendations. 

Feedback Should Be Given Frequently, Not Once a Year. There are two reasons 
for this. First, managers have a responsibility to correct performance deficiencies 
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TABLE 8.11 
Examples of 
Performance 
Feedback 



I would not allow this employee to breed, 


Works well when under constant supervision and cornered like a rat in a trap. 


He sets low personal standards, then consistently fails to achieve them. 


This employee is depriving a village somewhere of an idiot. 


Since my last report; this employee has reached rock bottom and has started to 
dia. 


SOURCE: Y. Harari, The Daily Dose (www.harari.org/index.htm1), July 22, 1997. Reprinted with 
permission. 


immediately on becoming aware of them. If performance is subpar in January, waiting 
until December to appraise the performance could mean an 11-month productivity 
loss. Second, a major determinant of how effectively a feedback session goes is the ex¬ 
tent to which the subordinate is not surprised by the evaluation. An easy rule to fol¬ 
low is that employees should receive such frequent performance feedback that they 
already know almost exactly what their formal evaluation will be. 

Create the Right Context for the Discussion. Managers should choose a neutral 10- 
cation for the feedback session. The manager's office may not be the best place for a 
constructive feedback session because the employee may associate the office with un¬ 
pleasant conversations. Managers should describe the meeting as an opportunity to 
discuss the role of the employee, the role of the manager, and the relationship be¬ 
tween them. Managers should also acknowledge that they would like the meeting to 
be an open dialogue. 

Ask the Employee to Rate His or Her Performance before the Session. Having em¬ 
ployees complete a self-assessment before the feedback session can be very produc¬ 
tive. It requires employees to think about their performance over the past rating pe¬ 
riod, and it encourages them to think about their weaknesses. Although self-ratings 
used for administrative decisions are often inflated, there is evidence that they may 
actually be lower than supervisors' ratings when done for developmental purposes. 
Another reason a self-assessment can be productive is that it can make the session go 
more smoothly by focusing discussion on areas where disagreement exists, resulting in 
a more efficient session. Finally, employees who have thought about past performance 
are more able to participate fully in the feedback session. 

Encourage the Subordinate to Participate in the Session. Managers can take one of 
three approaches in performance feedback sessions. In the "tell-and-sell" approach, 
managers tell the employees how they have rated them ana then justify these ratings. 
In the "tell-and-listen" approach, managers tell employees how they have rated them 
and then let the employees explain their side of the story. In the "problem-solving" 
approach, managers and employees work together to solve performance problems in 
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an atmosphere of respect and encouragement. In spite of the research demonstrating 

the superiority of the problem-solving approach, most managers still rely on the tell- 

and-sell approach. 66 

When employees participate in the feedback session, they are consistently satisfied 
with the process. (Recall our discussion of fairness earlier in this chapter.) Participa¬ 
tion includes allowing employees to voice their opinions of the evaluation, as well as 
discuss performance goals. 67 One study found that, other than satisfaction with one's 
supervisor, participation was the single most important predictor of satisfaction with 

the feedback session. 68 

Recognize Effective Performance through Praise. One usually thinks of perform¬ 
ance feedback sessions as focusing on the employee's performance problems. This 

should never be the case. The purpose of the session is to give accurate performance 
feedback, which entails recognizing effective performance as well as poor perform¬ 
ance. Praising effective performance provides reinforcement for that behavior. It also 
adds credibility to the feedback by making it clear that the manager is not just iden¬ 
tifying performance problems. 

Focus on Solving Problems. A common mistake that managers make in providing 
performance feedback is to try to use the session as a chance to punish poorly per¬ 
forming employees by telling them how utterly lousy their performance is. This only 
reduces the employees' self-esteem and increases defensiveness, neither of which will 
improve performance. 

To improve poor performance, a manager must attempt to solve the problems caus¬ 
ing it. This entails working with the employee to determine the actual cause and then 
agreeing on how to solve it. For example, a salesperson's failure to meet a sales goal may 
be the result of lack of a proper sales pitch, lack of product knowledge, or stolen sales 
by another salesperson. Each of these causes requires a different solution. Without a 
problem-solving approach, however, the correct solution might never be identified. 

Focus Feedback on Behavior or Results, Not on the Person. One of the most im¬ 
portant things to do when giving negative feedback is to avoid questioning the em¬ 
ployee's worth as a person. This is best accomplished by focusing the discussion on the 
employee's behaviors or results, not on the employee. Saying "You're screwing up! 

You're just not motivated!" will bring about more defensiveness and ill feelings than 

stating "You did not meet the deadline that you agreed to because you spent too much 
time on another project." 

Minimize Criticism. Obviou~ly, if an individual's performance is below standard, 
some criticism must take place. However, an effective manager should resist the 
temptation to reel off a litany of offenses. Having been confronted with the perform¬ 
ance problem, an employee often agrees that a change is in order. However, if the 
manager continues to come up with more and more examples of low performance, the 
employee may get defensive. 

Agree to Specific Goals and Set a Date to Review Progress. The importance of goal 
setting cannot be overemphasized. It is one of the most effective motivators of per¬ 
formance. 69 Research has demonstrated that it results in increased satisfaction, moti¬ 

vation to improve, and performance improvement. 70 Besides setting goals, the' man¬ 
ager must also set a specific follow-up date to review the employee's performance 
toward the goal. This provides an added incentive for the employee to take the goal 
seriously and work toward achieving it. 
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marginal employee 

An employee 
performing at a 
barely acceptable 
level due to lack of 
ability and/or 
motivation to 
perform well. 
Performance is not 
due to poor work 
conditions. 


What Managers Can Do to Manage the 
Performance of Marginal Employees 

As we emphasized in the previous discussion, employees need performance feedback 
to improve their current job performance. As we will discuss in Chapter 9, Employee 
Development,” performance feedback is also needed for employees to develop their 
knowledge and skills for the future. In addition to understanding how to effectively 
give employees performance feedback, managers need to be aware of what types of ac¬ 
tions are likely to improve and maintain that performance. For example, giving per¬ 
formance feedback to marginal employees may not be sufficient for improving their 
performance. Marginal employees are those employees who are performing at a bare 
minimum level due to a lack of ability and/or motivation to perform well. 71 

Table 8.12 shows actions for the manager to take with four different types of em¬ 
ployees. As the table highlights, managers need to take into account whether em¬ 
ployees lack ability, motivation, or both in considering ways to improve performance. 
To determine an employee’s level of ability, a manager should consider if he or she has 
the knowledge, skills, and abilities needed to perform effectively. Lack of ability may 
be an issue if an employee is new or the job has recently changed. To determine em¬ 
ployees’ level of motivation, managers need to consider if employees are doing a job 
they want to do and if they feel they are being appropriately paid or rewarded. A sud¬ 
den negative change in an employee’s performance may indicate personal problems. 


TABLE 8.12 

Ways to Manage 

Employees' 

Performance 



were 

good perform 
development 


icnest, dii 




ABILITY 


HIGH 

LOW 


Motivation 


Low 


Underutilizers 

• Give honest, direct 
feedback 

• Provide counseling 

• Use team building and 
conflict resolution 

• Link rewards to 
performance outcomes 

• Offer training for needed 
knowledge or skills 

• Manage stress levels 


iK __ 

• Goal setting 

• Training < 
assignment for t 
developn 

• Restructu 
assignment 

Deadwood 

• Withholding pay increases 

• Demotion 

• Outplacement 

• Firing 

• Specific, direct feedback 
on performance problems 


SOURCE: Based on M. London, Job Feedback (Mahwah, NJ: Lawrence Erlbaum Associates, 1997), 
pp. 96-97. Used by permission. 
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tions are likely to improve and maintain that performance. For example, giving per¬ 
formance feedback to marginal employees may not be sufficient for improving their 
performance. Marginal employees are those employees who are performing at a bare 
minimum level due to a lack of ability and/or motivation to perform well. 71 

Table 8.12 shows actions for the manager to take with four different types of em¬ 
ployees. As the table highlights, managers need to take into account whether em¬ 
ployees lack ability, motivation, or both in considering ways to improve performance. 
To determine an employee’s level of ability, a manager should consider if he or she has 
the knowledge, skills, and abilities needed to perform effectively. Lack of ability may 
be an issue if an employee is new or the job has recently changed. To determine em¬ 
ployees’ level of motivation, managers need to consider if employees are doing a job 
they want to do and if they feel they are being appropriately paid or rewarded. A sud¬ 
den negative change in an employee’s performance may indicate personal problems. 
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Underutilizers 

• Give honest, direct 
feedback 

• Provide counseling 

• Use team building and 
conflict resolution 

• Link rewards to 
performance outcomes 

• Offer training for needed 
knowledge or skills 

• Manage stress levels 


SOURCE: Based on M. London, Job Feedback (Mahwah, NJ: Lawrence Erlbaum Associates, 1997), 
pp. 96-97. Used by permission. 
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Employees with high ability and motivation are likely good performers (solid per¬ 
formers). Table 8.12 emphasizes that managers should not ignore employees with high 
ability and high motivation. Managers should provide development opportunities to 
keep them satisfied and effective. Poor performance resulting from lack of ability but 
not motivation (misdirected effort) may be improved by skill development activities 
such as training or temporary assignments. Managers with employees who have the 
ability but lack motivation (underutilizers) need to consider actions that focus on in¬ 
terpersonal problems or incentives. These actions include making sure that incen¬ 
tives or rewards that the employee values are linked to performance and making 
counseling available to help employees deal with personal problems or career or job 
dissatisfaction. Chronic poor performance by employees with low ability and motiva¬ 
tion (deadwood) indicates that outplacement or firing may be the best solution . 


••• Developing and Implementing a System 
That Follows Legal Guidelines 

We now discuss the legal issues and constraints affecting performance management. 
Because performance measures playa central role in such administrative decisions as 
promotions, pay raises, and discipline, employees who sue an organization over these 
decisions ultimately attack the measurement systems on which the decisions were 
made. Two types of cases have dominated: discrimination and unjust dismissal. 

In discrimination suits, the plaintiff often alleges that the performance measure¬ 
ment system unjustly discriminated against the plaintiff because of race or gender. 
Many performance measures are subjective, and we have seen that individual biases 
can affect them, especially when those doing the measuring harbor racial or gender 
stereotypes. 

In Brito v. Zia, the Supreme Court essentially equated performance measures with 
selection tests.It ruled that the Uniform Guidelines on Employee Selection Procedures 
apply to evaluating the adequacy of a performance appraisal instrument. This ruling 
presents a challenge to those involved in developing performance measures, because 
a substantial body of research on race discrimination in performance rating has 
demonstrated that both white and black raters give higher ratings to members of their 
own racial group, even after rater training.73 There is also evidence that the discrim¬ 
inatory biases in performance rating are worse when one group makes up a small per¬ 
centage of the work group. When the vast majority of the group is male, females re¬ 
ceive lower ratings; when the'minority is male, males receive lower ratings.74 

In the second type of suit, an unjust dismissal suit, the plaintiff claims that the dis¬ 
missal was for reasons other than those the employer claims. For example, an em¬ 
ployee who works for a defense contractor might blow the whistle on the company for 
defrauding the government. If the company fires the employee, claiming poor per¬ 
formance, the employee may argue that the firing was, in fact, because of blowing the 
whistle on the employer-in other words, that the dismissal was unjust. The coun 
case will likely focus on the performance measurement system used as the basis for 
claiming the employee's performance was poor. 

Because of the potential costs of discrimination and unjust dismissal suits- an or¬ 
ganization needs to determine exactly what the courts consider a legally defensible 
performance management system. Based on reviews of such court decisions, we offer 
the following characteristics of a system that will withstand legal scrutiny.75 
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1. The system should be developed by conducting a valid job analysis that ascertains 

the important aspects of job performance. The requirements for job success 

should be clearly communicated to employees. 

2. The system should be based on either behaviors or results; evaluations of am¬ 

biguous traits should be avoided. 

3. Raters should be trained in how to use the system rather than simply given the 

materials and left to interpret how to conduct the appraisal. 

4. There should be some form of review by upper-level managers of all the perform¬ 
ance ratings, and there should be a system for employees to appeal what they con¬ 
sider to be an unfair evaluation. 

5. The organization should provide some form of performance counseling or correc¬ 
tive guidance to help poor performers improve their performance before being 

dismissed. Both short- and long-term performance goals should be included. 

6. Multiple raters should be used, particularly if an employee's performance is un¬ 
likely to be seen by only one rating source such as manager or customer. At a 

minimum, employees should be asked to comment on their appraisals. There 

should be a dialogue between the manager and the employee . 


••• Use of Technology for Performance 
Management: Electronic Monitoring 

Employees' performance ratings, disciplinary actions, and work-rule violations can be 
stored in electronic databases. Personal computers are also increasingly being used for 
monitoring the actual performance and productivity of service employees,?6 For ex¬ 
ample, at a General Electric customer service center, agents answer over 14,000 tele¬ 
phone inquiries per day. The agents' calls are recorded and reviewed to help the 
agents improve customer service. American Airlines also monitors calls to its reser¬ 
vation centers. Managers can hear what the agents tell customers and see what agents 
enter on their personal computer screens. One disadvantage of monitoring is that em¬ 
ployees sometimes find it demoralizing, degrading, and stressful. To avoid the poten¬ 
tial negative effect of performance monitoring, managers must communicate why em¬ 
ployees are being monitored. Nonmanagement employees also need to monitor and 
coach less experienced employees. 

Legislation regarding computer monitoring may occur in the future. Both the U.S. 
House and Senate have considered legislation designed to protect employees' rights 
from being violated by computer monitoring (The Privacy for Consumers and Work¬ 
ers Act). 


Using Performance Management Applications 
for Decision Making 

Performance management applications are available to help managers monitor per¬ 

formance problems. 77 Software is available to help the manager customize performance 
rating forms for each job. The manager determines the performance standard for each 
job and rates each employee according to the appropriate standards. The manager re¬ 
ceives a report summarizing the employees' strengths and weaknesses. The report also 
shows how different the employee's performance was from the established standard. 

Performance diagnosis applications ask the manager for information about per- 
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formance problems (e.g., Has the employee been trained in the skills that caused the 
performance problem?) and the work environment (e.g., Does the employee work 
under time pressure?). The software analyzes the information and provides solutions 
to consider in dealing with the performance problem. 



The chapter opener on Ford Motors Inc. highlighted the problems that can occur 
with a forced ranking appraisal system that is used to differentiate above- 
average, average, and below-average managers. Companies remain challenged 
to find a performance management system that is acceptable to managers yet 
allows them to make important administrative decisions (like promotions, salary 
increases, and terminations). 

Questions 

1. Based on what was covered in the chapter, what type of performance system 
would you recommend that Ford adopt to improve managers' performance 
and ability to deal with future business challenges? 

2. What advantages will your system have over Ford's current system? 


Summa 


Measuring and managing performance is a challenging en¬ 
terprise and one of the keys to gaining competitive ad¬ 
vantage. Performance management systems serve strate¬ 
gic, administrative, and developmental purposes—their 
importance cannot be overestimated. A performance 
measurement system should be evaluated against the cri¬ 
teria of strategic congruence, validity, reliability, accept¬ 
ability, and specificity. Measured against these criteria, the 
comparative, attribute, behavioral, results, and quality ap¬ 
proaches have different strengths and weaknesses. Thus, 
deciding which approach and which source of perform¬ 
ance information are best depends on the job in question. 


Effective managers need to be aware of the issues involved 
in determining the best method or combination of meth¬ 
ods for their paniciilar situations. In addition, once per¬ 
formance has been measured, a major component of a 
manager’s job is to feed that performance information 
back to employees in a way that results in improved per¬ 
formance rather than defensiveness and decreased moti¬ 
vation. Managers should take action based on the causes 
for poor performance: ability, motivation, or both. Man¬ 
agers must be sure that their performance management 
system can meet legal scrutiny, especially if it is used to 
discipline or fire poor performers. 


Discussion Questions 


1. What are examples of administrative decisions that 
might be made in managing the performance of profes¬ 
sors? Developmental decisions? 

2. What would you consider the strategy of your univer¬ 
sity (e.g., research, undergraduate teaching, graduate 
teaching, a combination)? How might the performance 
management system for faculty members fulfill its stra¬ 
tegic purpose of eliciting the types of behaviors and re¬ 
sults required by this strategy? 

3. If you were developing a performance measurement 


system for faculty members, what types of attributes 
would you seek to measure? Behaviors? Results? 

4- What sources of performance information would you 
use to evaluate faculty members’ performance? 

5. The performance of students is usually evaluated with 
an overall results measure of grade point average. How 
is this measure contaminated? How is it deficient? 
What other measures might you use to more ade¬ 
quately evaluate student performance? 

6. Think of the last time you had a conflict with another 
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person, either at work or at school. Using the guide¬ 
lines for performance feedback, how would you provide 
effective performance feedback to that person? 

7. Explain what fairness has to do with performance man¬ 
agement. 


8. Why might a manager intentionally distort appraisal 
results? What would you recommend to minimize this 
problem? 

9. Can computer monitoring of performance ever be ac¬ 
ceptable to employees? Explain. 


Web Exercis 


Go to the Performance Management Library at www. 
performaworks.com. The purpose of this website is to ed¬ 
ucate managers and HRM professionals so they can use 
performance management systems effectively. Under 
“Knowledge Center,” click on “Performance Management 
Library” and “Performance Management.” Here you will 
find articles that discuss how HRM departments and man¬ 
agement “screw up” performance management systems as 
well as critiques of systems (such as ranking systems) and 
new ideas for performance management. 


1. Choose and read an article from this website. 

2. Summarize the major points of the article you chose. 

3. Critique the article. What assumptions are made in the 
article? Are its arguments supported by the research 
discussed in this chapter? What are the potential prac¬ 
tical implications of this article for performance man¬ 
agement systems? 


Manaaina People: From the Papes of BusinessWeek 


BusmossWook 


Focusing on the Softer Side of Managing 


In the construction business, interpersonal skills are val¬ 
ued about as highly as rain on wet cement. It’s a culture of 
muscle, not mouth. 

Granite Construction, a $1.3 billion company in Wat¬ 
sonville, California, was no exception. For most of its 80 
years, a call from the boss’s office meant bad news. “Em¬ 
ployees were only contacted when something went 
wrong,” says division manager Bruce McGowan, a 20-year 
veteran who oversees a staff of 700. Because it was correc¬ 
tive, feedback “tended to be negative.” 

No longer. Spurred by a tight labor market, Granite is 
starting to deliver feedback of the positive kind. And to 
make sure the idea takes, starting next year 20 percent of 
every manager’s bonus—which sometimes exceeds 500 
percent of base salary—will depend on the person’s “peo¬ 
ple skills.” Explains Mike Thomas, director of human re¬ 
sources, “In a market where everyone is struggling to keep 
people, we want to foster a culture that employees choose 
to be part of.” 

Tying compensation to nonfinancial objectives isn’t 
new —General Electric and Hewlett-Packard have done it 
for years. But more companies are embracing the idea. In 
a recent survey of 721 North American companies by 
management consultants Towers Perrin, 66 percent of re¬ 
spondents said they focused exclusively on financial re¬ 
sults when assessing employee performance back in 1998. 
Today only 43 percent do. And that group will shrink to 
16 percent by 2004, projects Towers Perrin, as greater at¬ 
tention is paid to softer skills, such as listening to subordi¬ 
nates and giving them opportunities to grow. 


Granite, which already uses an anonymous rating sys¬ 
tem to let its 400 managers see how their coworkers, peers, 
and superiors perceive them, plans to use 20 touchy-feely 
metrics—chosen by employees themselves—when calcu¬ 
lating bonuses next year. Two weeks ago, the company s 
4,300 employees received an e-mail survey asking which 
skills best serve the company. According to Thomas, 81 
percent mentioned integrity and ethics. An additional 79 
percent cited teamwork, and 76 percent said knowledge¬ 
sharing abilities. The company is still deciding which cri¬ 
teria it will use next year. 

Granite is modeling its approach on companies that 
have gone before. Wells Fargo has made worker satisfac¬ 
tion a top goal since its 1998 acquisition by Norwest, 
which took the Wells Fargo name. Accomplishing “people 
goals” at Wells Fargo is linked to 16-25 percent of every 
manager’s annual bonus, which ranges from 10—30 percent 
of base salary. 

Wells Fargo requires its 117,000 employees to take an 
automated phone survey every 18 months to answer such 
questions as “Do you get enough communication from 
management?” and “How was your training?” Now subor¬ 
dinates and managers talk more. Says Patricia Callahan, 
the company’s human resources director, Everyone is 
much clearer about what constitutes success.” Julie 
Shriver, a recruitment director who has spent nine years at 
Wells Fargo, says, “It’s nice that if you have people skills, 
you can be rewarded.” 

Still, it’s unclear how much business sense it makes for 
companies to monkey with manager evaluations. Accord- 
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ing to Roland Van der Meer, a partner at Com Ventures, a 
venture capital firm in Palo Alto, “An executive is a leader. 
He’s driving a company and a team. Some of the best lead¬ 
ers aren’t necessarily people we’d want to have a beer with.” 

In fact, in a Watson Wyatt Worldwide study last year of 
400 U.S. and Canadian companies, employee participation 
in a manager’s review seemed to hurt shareholder return. 
Explains Brian Anderson, a senior consultant at the firm, 
“It’s largely about implementation. If the appraisal isn’t 
communicated properly, it can create disruption or tension 
that really takes you in the wrong direction.” 

That isn’t the case at Wells Fargo, insists Callahan, a 
25-year veteran. During her review last year, she heard 
from her nine direct reports that new employees weren’t 
being trained well enough. “Pm not saying I didn’t walk 
away feeling disappointed, or wishing I’d done something 
differently,” she says. But, she adds, “Feedback is still a 
precious thing, even if it’s not what you expect. Other¬ 
wise, you just don’t know.” 

That explains why a manager’s people skills may be key 
to a company’s future performance. “Financial outcomes 
are results. They don’t really get you ready for the future, 
or help you manage the process,” says Jeffrey Pfeffer, a pro¬ 
fessor of organizational behavior at Stanford University’s 
business school. Relying on them exclusively, he adds, is a 
little like “purchasing the present at the price of the fu¬ 
ture. If you get results in a way that’s destructive of your 
people and culture, that performance won’t last.” 


Granite’s McGowan agrees. “Employees today are 
much more concerned about life satisfaction than they 
used to be, and that isn’t something you ignore,” he says. 
“Besides,” he adds, “if you can’t figure out how to help your 
people improve, and accelerate the rate at which they do, 
you’re probably not going to meet the goals you’ve set for 
your overall business.” 

SOURCE: Reprinted from April 10, 2001 issue of BusinessWeek by special 
permission. Copyright © 2001 by The McGraw-Hill Companies, Inc. 

Questions 

1. Having direct reports, peers, and customers evaluate 
managers’ people drills is a new idea for some compa¬ 
nies. What steps would you recommend a company 
take if they were going to introduce an evaluation sys¬ 
tem to help ensure that managers accept this type of 
evaluation system? 

2. Advocates of the quality approach argue that systems 
factors (factors not under the control of the person 
being evaluated) need to be taken into account in per¬ 
formance management systems. What systems factors 
might affect how managers’ direct reports evaluate 
their people skills? If you were asked to design an eval¬ 
uation system that focused on managers’ “people 
skills,” what features would you include to either elim¬ 
inate the influence of or take account of systems 
factors? 
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Objectives 

After reading this chapter, you should be able to: 


1. Discuss current 
trends in using 
formal education 
for development. 

2. Relate how 
assessment of 
personality type, 
work behaviors, 
and job 

performance can 
be used for 
employee 
development. 


3. Develop 
successful 
mentoring 
programs. 

4 . Explain how job 
experiences can 
be used for skill 
development. 

5. Tell how to train 
managers to 
coach employees. 


6. Discuss the steps 
in the 

development 
planning process. 

7. Explain the 
employees' and 
company's 
responsibilities in 
planning 
development. 


8. Discuss what 
companies are 
doing for 
management 
development 
issues including 
succession 
planning, melting 
the glass ceiling, 
and helping 
dysfunctional 
managers. 













The Opportunity Knocks 
program at First USA gives 
employees the resources to 
research career management 
literature, develop new skills, 
and speak to advisers about 
their career plans. Would a 
program like this help you be 
more optimistic about your 
career prospects in your 
company? 




Uisines 


Developing 
Employees 
Reduces Risk 
for First DSA 
Bank 

First USA Bank is the 
largest issuer of Visa 
credit cards. The com¬ 
pany offers high-value 
credit cards for con¬ 
sumers and businesses 
under its own name, 
that of its parent (Bank 
One), the First Card 
name, and on behalf of 
several thousand mar¬ 
keting partners. These 
partners include lead¬ 
ing U.S. corporations, 
universities, sports 
franchises, and finan¬ 
cial institutions. First 
USA is based in Wilm¬ 
ington, Delaware, and 
has 11,000 employees. 


First USA offers its 
employees a way to 
help identify their ca¬ 
reer dreams and what 
they can do to achieve 
them. The company's 
Opportunity Knocks 
program was designed 
in 1998 as a direct re¬ 
sult of employee atti¬ 
tude survey results 
showing that employ¬ 
ees were dissatisfied 
with their jobs and pes¬ 
simistic about their fu¬ 
ture job and career 
prospects within First 
USA. The goals of the 
Opportunity Knocks 
program are to im¬ 
prove job satisfaction, 
reduce turnover, and 
increase the number of 
employees promoted. 
First USA also wants its 
employees to take 
charge of their own ca¬ 
reers and to realize that 
promotions are not the 
only desirable career 


path. For example, lat¬ 
eral moves within the 
company help employ¬ 
ees develop a greater 
range of experience 
and perspective by 
working at a different 
job at the same level. 
First USA has adopted 
"five P's" as the core 
philosophy of the pro¬ 
gram—person, per¬ 
spective, place, possi¬ 
bility, and plan. The 
person, or individual 
employee, needs to 
understand his or her 
skills, values, and inter¬ 
ests and communicate 
them so that career de¬ 
velopment is possible. 
Employees conduct 
self-assessments and 
seek feedback on them 
by talking to peers and 
managers (perspective). 
Employees need to un¬ 
derstand not only First 
USA and their jobs but 
also developments in 


the industry, profession, 
and workplace requir¬ 
ing changes in employ¬ 
ees' skills (place). Em¬ 
ployees need to 
consider different pos¬ 
sibilities within First 
USA: moving laterally 
or vertically or enrich¬ 
ing the current job. 

And, employees need 
plans for developing 
new skills and compe¬ 
tencies that will help 
them reach their career 
goals. The program in¬ 
cludes career manage¬ 
ment skills workshops, 
and at each worksite 
career resource centers 
were set up with busi¬ 
ness publications, ca¬ 
reer management liter¬ 
ature, and computers 
for preparing resumes. 

' First USA also hired 
employment develop¬ 
ment advisers to coun¬ 
sel employees about 
their careers. 
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The program has 
had many positive 
benefits. Internal pro¬ 
motions at First USA 
have increased by 50 
percent. When First 
USA repeated the em¬ 


ployee attitude survey, 
it found that employee 
satisfaction with career 
development issues 
had increased more 
than 25 percent. The 
turnover rate among 


employees who partici¬ 
pated in the Opportu¬ 
nity Knocks program 
was approximately 65 
percent lower than that 
of employees who did 
not participate . 


SOURCE: Based on P. Kiger, "At 
First USA Bank, Promotions and 
Job Satisfaction Are Up," 
Workforce, March 2001, pp. 
54-56. 


•• Introduction 

As the First USA Bank example illustrates, development is a key component of a 
strategy to retain employees and prepare them for career opportunities within the 
company. Employee development is a necessary component of a company's efforts to 
compete in the new economy, to meet the challenges of global competition and so¬ 
cial change, and to incorporate technological advances and changes in work design. 
As we noted in Chapter 1, employee commitment and retention are directly related 
to how employees are treated by their managers. 


Finding and Keeping the Best Employees 

To "win the war for talent," managers need to be able to identify high-potential em¬ 
ployees, make sure their talents are used, and reassure them of their value before they 
become dissatisfied and leave the company. Managers also need to be able to listen. 
Although new employees need strong direction and bosses who can make quick de¬ 
cisions, they expect to be able to challenge managers' thinking and be treated with 
respect and dignity. Because of their skills, many employees are in high demand and 
can easily leave for a competitor. American Express, a financial services company, is 
teaching managers how to establish mentoring relationships with employees,l and the 
retention rates of skilled employees are considered in managers' performance reviews. 
At Autodesk Inc., a software developer, an intranet-based program teaches managers 
how to understand employee values and interests and how to use job experiences, 
such as opportunities in other departments, to develop employees. 2 Managers com¬ 
plete a development plan for each employee with development activities and a time¬ 
line for completion. Increased globalization of product markets compels companies to 
help th~ir employees understand cultures and customs that affect business practices. 
Because more of employees' responsibilities are organized on a project or customer 
basis (rather than on a functional basis) and due to the increased use of work teams, 
employees need to develop a broader range of technical and interpersonal skills. Em¬ 
ployees must also be able to perform roles traditionally reserved for managers. Legis¬ 
lation (such as the Civil Rights Act of 1991), labor market forces, and a company's 
social responsibility dictate that employers give women and minorities access to de¬ 
velopment activities that will prepare them for managerial positions. Because com¬ 
panies (and their employees) must constantly learn and change to meet customer 
needs and compete in new markets, the emphasis placed on both training and devel¬ 
opment has increased. ' 


This chapter begins by discussing the relationship between development, training, 
and careers. Second, we look at development approaches, including formal education, 
assessment, job experiences, and interpersonal relationships. The chapter emphasizes 
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employees need to develop a broader range of technical and interpersonal skills. Em¬ 
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social responsibility dictate that employers give women and minorities access to de¬ 
velopment activities that will prepare them for managerial positions. Because com¬ 
panies (and their employees) must constantly learn and change to meet customer 
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This chapter begins by discussing the relationship between development, training, 
and careers. Second, we look at development approaches, including formal education, 
assessment, job experiences, and interpersonal relationships. The chapter emphasizes 
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the types of skills, knowledge, and behaviors that are strengthened by each develop¬ 
ment method. Choosing an approach is one part of development planning. Before 
one or multiple developmental approaches are used, the employee and the company 
must have an idea of the employee’s development needs and the purpose of develop¬ 
ment. Identifying the needs and purpose of development is part of its planning. The 
third section of the chapter describes the steps of the development planning process. 
Employee and company responsibilities at each step of the process are emphasized. 
The chapter concludes with a discussion of special issues in employee development, 
including succession planning, dealing with dysfunctional managers, and using de¬ 
velopment to help women and minorities move into upper-level management posi¬ 
tions (referred to as “melting the glass ceiling”). 


The Relationship between Development, 
Training, and Careers 

Development and Training 

Development refers to formal education, job experiences, relationships, and assess¬ 
ment of personality and abilities that help employees prepare for the future. Because it 
is future-oriented, it involves learning that is not necessarily related to the 
employee’s current job. 3 Table 9.1 shows the differences between training and devel¬ 
opment. Traditionally, training focuses on helping employees’ performance in their 
current jobs. Development prepares them for other positions in the company and in¬ 
creases their ability to move into jobs that may not yet exist. 4 Development also helps 
employees prepare for changes in their current jobs that may result from new technol¬ 
ogy, work designs, new customers, or new product markets. Chapter 7 emphasized the 
strategic role of training. As training continues to become more strategic (that is, re¬ 
lated to business goals), the distinction between training and development will blur. 


Development 

The acquisition of 
knowledge, skills, 
and behaviors that 
improve an 
employee's ability to 
meet changes in job 
requirements and in 
client and customer 
demands. 


Development and Careers 

Traditionally, careers have been described in various ways. 5 Careers have been de¬ 
scribed as a sequence of positions held within an occupation. For example, a univer¬ 
sity faculty member can hold assistant, associate, and full professor positions. A career 
has also been described in the context of mobility within an organization. For exam¬ 
ple, an engineer may begin her career as a staff engineer. As her expertise, experience, 
and performance increase, she may move through advisory engineering, senior engi¬ 
neering, and senior technical positions. Finally, a career has been described as a char¬ 
acteristic of the employee. Each employee’s career consists of different jobs, positions, 
and experiences. 



Use of work e; 


Voluntary 


Required 


Participation 


DEVELOPMENT 


TRAINING 


TABLE 9.1 

Comparison 
between Training 
and Development 
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Protean career 

A career that is 
frequently changing 
due to both 
changes in the 
person's interests, 
abilities, and values 
and changes in the 
work environment. 

Psychological 

contract 

The expectations 
that employers and 
employees have 
about each other. 


Psychological 

success 

The feeling of pride 
and accomplishment 
that comes from 
achieving life goals. 


The new concept of the career is often referred to as a "protean career. "6 A pro¬ 
tean career is a career that frequently changes based on changes in the person's in¬ 
terests, abilities, and values and also in the work environment. Compared to the tra¬ 
ditional career view, employees here take major responsibility for managing their 
careers. For example, an engineer may decide to take a sabbatical from her position 
to work in management at the United Way Agency for a year. The purpose of this as¬ 
signment could be to develop her managerial skills as well as help her personally eval¬ 
uate if she likes managerial work more than engineering. 

Changes in the psychological contract between employees and their companies 
have influenced the development of the protean career. 7 A psychological contract is 
the expectations that employers and employees have about each other. Traditionally, 
the psychological contract emphasized that the company would provide continued 
employment (job security) and advancement opportunities if the employee remained 
with the company and performed well. Pay increases and status were linked directly 

to vertical movement in the company (promotions). 

The protean career has several implications for employee development. The goal of 
the new career is psychological success: the feeling of pride and accomplishment that 
comes from achieving life goals that are not limited to achievements at work (such as 
raising a family and having good physical health). Psychological success is more under 
the employee's control than the traditional career goals, which were not only influ¬ 
enced by employee effort but were controlled by the availability of positions in the 
company. Psychological success is self-determined rather than solely determined 
through signals the employee receives from the company (like salary increase and pro¬ 
motion). Psychological success appears to be especially important to the new genera¬ 
tion of persons entering the workforce. "Generation X" is often unimpressed with sta¬ 
tus symbols, wants flexibility in doing job tasks, and desires meaning from work.s 
Employees need to develop new skills rather than rely on a static knowledge base. 
This has resulted from companies' need to be more responsive to customers' service 

9 

and product demands. The types of knowledge an employee needs have changed. In 
the traditional career, "knowing how" (having the appropriate skills and knowledge 
to provide a service or produce a product) was critical. Although knowing how re¬ 
mains important, employees also need to "know why" and "know whom." Knowing 
why refers to understanding the company's business and culture so the employee can 
develop and apply knowledge and skills that can contribute to the business. Knowing 
whom refers to relationships the employee may develop to contribute to company 
success. These relationships may include networking with vendors, suppliers, com¬ 
munity members, customers, or industry experts. Learning to know whom and know 
why requires more than formal courses and training programs. Learning and develop¬ 
ment in the protean career are increasingly likely to involve relationships and job ex¬ 
periences rather than formal courses. 

The emphasis on continuous learning and learning beyond knowing how as well 
as changes in the psychological contract are altering the direction and frequency of 

movement within careers (career pattern).10 

Traditional career patterns consisted of a series of steps arranged in a linear hierar¬ 
chy, with higher steps related to increased authority, responsibility, and compensa¬ 
tion. Expert career patterns involve a lifelong commitment to a field or specialization 
(such as law, medicine, or management). These types 'of career patterns will not dis¬ 
appear. Rather, career patterns involving movement across specializations or disci¬ 
plines (a spiral career pattern) will become more prevalent. These new career patterns 
mean that developing employees (as well as employees taking control of their own 
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careers) will require providing them with the opportunity to (a) determine their in¬ 
terests, skill strengths, and weaknesses and (b) based on this information, seek ap¬ 
propriate development experiences that will likely involve job experiences and rela¬ 
tionships as well as formal courses. 

The most appropriate view of a career is that it is “boundaryless.” 11 It may include 
movement across several employers or even different occupations. Statistics indicate 
that the average employment tenure for all American workers is only five years. 12 For 
example, Craig Matison, 33 years old, took a job with Cincinnati Bell Information 
System, a unit of Cincinnati Bell Corporation that manages billing for phone and 
cable companies. 12 Although he has been on the job only six months, he is already 
looking to make his next career move. Not wanting to stay on the technical career 
path, he regularly explores company databases for job postings, looking for sales and 
marketing opportunities within the company. A career may also involve identifying 
more with a job or profession than with the present employer. A career can also be 
considered boundaryless in the sense that career plans or goals are influenced by per¬ 
sonal or family demands and values. Finally, boundaryless may refer to the fact that ca¬ 
reer success may be tied not to promotions but to achieving goals that are personally 
meaningful to the employee rather than those set by parents, peers, or the company. 

As this discussion shows, to retain and motivate employees companies need to pro¬ 
vide a system to identify and meet employees’ development needs. This is especially 
important to retain good performers and employees who have potential for manage¬ 
rial positions. This system is often known as a career management or development 
planning system. We will discuss these systems in detail later in the chapter. 


Approaches to Employee Development 

Four approaches are used to develop employees: formal education, assessment, job ex¬ 
periences, and interpersonal relationships. 14 Many companies combine these ap¬ 
proaches. For example, the New York City-based Metropolitan Transportation Au¬ 
thority (MTA) found that it needed a system for developing employees for first-level 
management positions. 15 As a result, the Future Managers Program (FMP) was cre¬ 
ated. The goal of the program was to develop first-level managers who understood the 
transportation business and operations. Employees in the FMP survive a rigorous se¬ 
lection process involving interviews and assessment centers. The FMP uses assess¬ 
ment, courses, job experiences, and relationships to develop managers, combining 
classroom instruction with job rotation. Classroom instruction provides a learning 
foundation, whereas job rotation exposes employees to a wide variety of on-the-job 
experiences. Class time is devoted to case study analysis, team building, and develop¬ 
ing skills in problem solving, delegation, leadership, and communications. Working 
in groups, students complete projects that involve real issues such as creating a cus¬ 
tomer service brochure in Chinese. Examples of job rotation assignments include 
working at Grand Central Terminal, working with the system road foreman, and 
working in the operations control center. Job rotation familiarizes employees with dif¬ 
ferent aspects of operations so they are prepared to move into new areas when posi¬ 
tions become available. 

Because future managers often confront new situations, mentors help trainees un¬ 
derstand the agency’s culture and answer their questions. The students receive con¬ 
tinued feedback on their performance throughout the program based on supervisory 
and peer evaluations. 


Career 

management 

system 

A system to retain 
and motivate 
employees by 
identifying and 
meeting their 
development needs. 
(Also called 
development 
planning systems.) 
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TABLE 9.3 


Example of Institutions for Executive Education 



tCft 


PROVIDER 

1998-99 REVENUE 

FIVE-YEAR 

PERCENTAGE OF 
CUSTOMIZED 

NUMBER OF 

(LOCATION) 

(MILLIONS) 

GROWTH 

PROGRAMS 

PROGRAMS 


40.1 


Pennsylvania, 
Wharton School 
(Philadelphia) 


Center for 
Creative Leadership 
(Greensboro, North Carolina) 


SOURCE: M. Schneider, J. Reingold, and N. Enbar, Cambria Consulting, " BusinessWeek's Top 20 for Nondegree Study," 
BusinessWeek Online (October 18, 1999), www.businessweek.com. 


Table 9.3 shows examples of institutions for executive education. There are several 
important trends in executive education. More and more companies and universities 
are using distance learning (which we discussed in Chapter 7) to reach executive au¬ 
diences. 17 For example, Duke University's Fuqua School of Business offers an elec¬ 
tronic executive MBA program. Using their personal computers, students ''attend'' 
CD-ROM video lectures as well as traditional face-to-face lectures. They can down¬ 
load study aids and additional video and audio programs. Students discuss lectures and 
work on team projects using computer bulletin boards, e-mail, and live chat rooms. 
They use the Internet to research specific companies and class topics. They also travel 
to Europe, China, and South America for classes and meetings with local business 
owners. The "Competing in the New Economy" box shows how IBM is using the Web 
for its management development program. 

Another trend in executive -ducation is for companies and the education provider 
(business school or other educational institution) to create shon custom courses with 
content designed specifically for the audience. For example, in the Global Leadership 
Program run by Columbia University's business school, executives work on real prob¬ 
lems they face in their jobs. A manager for window maker Pella Corporation left the 
program with a plan for international sales. 18 

The final important trend in executive education is to supplement formal courses 
from consultants or university faculty with other types of development activities. 
Avon Products' "Passport Program" is targeted at employees the company thinks can 
become general managers. I 9 To learn Avon's global strategy, they meet for each ses¬ 
sion in a different country. The program brings a team of employees together for six- 
week periods spread over 18 months. Participants are provided with general back¬ 
ground of a functional area by university faculty and consultants. The team then 
works with senior executives on a country project, such as how to penetrate a new 
market. The team projects are presented to Avon's top managers. 





E-Learning Hjelps Bnild 
Management! Talent 


COMPETING 
IN THE NEW 
ECONOMY 


mu 




To succeed in the new econ¬ 
omy, companies need to 
identify employees with mana¬ 
gerial talent and help managers 
develop skills needed to be 
more effective. To attract and 
retain talented employees who 
are in short supply, companies 
must offer training and devel¬ 
opment opportunities on the 
Web to meet the needs of a 
geographically dispersed work¬ 
force dealing with many work 
demands. IBM's "Basic Blue for 
Managers" program uses 
e-learning and face-to-face 
classroom experiences. The 
program helps managers un¬ 
derstand their responsibilities in 
managing performance, em¬ 
ployee relations, diversity, and 
multicultural issues. It moves 
the learning of all basic man¬ 
agement skills to the Web, 
using classroom experiences for 
more complex management is¬ 
sues. It also gives managers 
and their bosses greater re¬ 
sponsibility for development,- 
while the company provides 
support in the form of unlimited 
access to development activi¬ 
ties and support networks. The 
learning model includes four 
levels: 


• Management quick views: 
These provide practical 
information on over 40 
common management topics 
related to how to conduct 
business, leadership and 
management competencies, 
productivity, and HRM issues. 

• Interactive learning modules 
and simulations: These inter¬ 
active simulations emphasize 
people and task manage¬ 
ment. Employees learn by 
viewing videos, interacting 
with models and problem 
employees, deciding how to 
deal with a problem, issue, 
or request, and getting feed¬ 
back on their decisions. Case 
studies are also available for 
review. 

• Collaborative learning: The 
learner can connect on the 
company intranet with tutors, 
team members, customers, 
or other learners to discuss 
problems, issues, and ap¬ 
proaches to share learning. 

• Learning labs: Five-day class 
workshops build on the learn¬ 
ing acquired during the previ¬ 
ous phases of e-learning. The 
workshops emphasize peer 
learning and the develop¬ 
ment of a learning commu¬ 


nity. Through challenging ac¬ 
tivities and assignments man¬ 
agers gain increased 
awareness of themselves, 
their work teams, and IBM. 

The program recognizes the 
roles of the boss as coach, sup¬ 
porter, and role model. The 
boss is involved in the program 
through providing coaching 
and feedback, on-the-job learn¬ 
ing experiences, assessment of 
the manager's development 
needs and progress, and assis¬ 
tance to complete individual 
development plans. 

IBM believes that by utilizing 
e-learning and the classroom 
environment, managers partici¬ 
pate in self-directed learning, 
try out skills in a "safe" environ¬ 
ment, and gain access to com¬ 
munities of learning and 
just-in-time learning. The ad¬ 
vantages of e-learning are com¬ 
plemented by the strengths of 
an interactive classroom experi¬ 
ence and support from the 
manager's boss to create the 
best development program 
possible. 

SOURCE: N. Lewis and P. Orton, "The Five 
Attributes of Innovative E-Learning," Training 
and Development, June 2000, pp. 47-51. 


Managers who attend the Center for Creative Leadership development program 
take psychological tests; receive feedback from managers, peers, and direct reports; 
participate in group^building activities (like adventure learning, discussed in Chapter 
7); receive counseling; and set improvement goals and write development plans.^ 


382 








CHAPTER 9 Employee Development 383 


Most companies consider the primary purpose of education programs to be provid¬ 
ing the employee with job-specific skills. 21 Unfortunately, there has been little re¬ 
search on the effectiveness of formal education programs. In a study of Harvard Uni¬ 
versity’s Advanced Management Program, participants reported that they had 
acquired valuable knowledge from the program (like how globalization affects a com¬ 
pany’s structure). They said the program broadened their perspectives on issues facing 
their companies, increased their self-confidence, and helped them learn new ways of 
thinking and looking at problems. 22 


Assessment 


Assessment involves collecting information and providing feedback to employees 
about their behavior, communication style, or skills. 23 The employees, their peers, 
managers, and customers may provide information. Assessment is most frequently 
used to identify employees with managerial potential and to measure current man¬ 
agers’ strengths and weaknesses. Assessment is also used to identify managers with the 
potential to move into higher-level executive positions, and it can be used with work 
teams to identify the strengths and weaknesses of individual team members and the 
decision processes or communication styles that inhibit the team’s productivity. 

Companies vary in the methods and the sources of information they use in devel¬ 
opmental assessment. Many companies appraise employee performance. Companies 
with sophisticated development systems use psychological tests to measure employ¬ 
ees’ skills, personality types, and communication styles. Self, peer, and managers’ rat¬ 
ings of employees’ interpersonal styles and behaviors may also be collected. Popular 
assessment tools include the Myers-Briggs Type Indicator, assessment centers, bench¬ 
marks, performance appraisal, and 360-degree feedback. 


Assessment 

Collecting 
information and 
providing feedback 
to employees about 
their behavior, 
communication 
style, or skills. 


Myers-Briggs Type Indicator® 

Myers-Briggs Type Indicator (MBTI) is the most popular psychological test for em¬ 
ployee development. As many as 2 million people take the MBTI in the United 
States each year. The test consists of more than 100 questions about how the person 
feels or prefers to behave in different situations (such as “Are you usually a good 
‘mixer’ or rather quiet and reserved?”). The MBTI is based on the work of Carl Jung, 
a psychologist who believed that differences in individuals’ behavior resulted from 
preferences in decision making, interpersonal communication, and information gath¬ 
ering. The MBTI identifies individuals’ preference for energy (introversion versus 
extroversion), information gathering (sensing versus intuition), decision making 
(thinking versus feeling), and lifestyle (judging versus perceiving). 24 The energy 
dimension determines where individuals gain interpersonal strength and vitality. Ex¬ 
troverts (E) gain energy through interpersonal relationships. Introverts (I) gain en¬ 
ergy by focusing on personal thoughts and feelings. The information-gathering pref¬ 
erence relates to the actions individuals take when making decisions. Individuals 
with a Sensing (S) preference tend to gather facts and details. Intuitives (I) tend to 
focus less on facts and more on possibilities and relationships between ideas. Deci¬ 
sion-making preferences differ based on the amount of consideration the person gives 
to others’ feelings in making a decision. Individuals with a Thinking (T) preference 
tend to be objective in making decisions. Individuals with a Feeling (F) preference 
tend to evaluate the impact of potential decisions on others and be more subjective 
in making a decision. The lifestyle preference reflects an individual’s tendency to be 


Myers-Briggs Type 
Indicator (MBTI) 

A psychological test 
used for team 
building and 
leadership 
development that 
identifies 
employees' 
preferences for 
energy, information 
gathering, decision 
making, and life¬ 
style. 



384 


Part 3 Assessment and Development of HRM 


Assessment center 

A process in which 
multiple raters 
evaluate employees' 
performance on a 
number of exercises. 

Leaderless group 
discussion 

Process in which a 
team of five to 
seven employees 
solve an assigned 
problem together 
within a certain time 
period. 

Interview 

Employees are 
questioned about 
their work and 
personal 

experiences, skills, 
and career plans. 


flexible and adaptable. Individuals with a Judging (J) preference focus on goals, es¬ 
tablish deadlines, and prefer to be conclusive. Individuals with a Perceiving (P) pref¬ 
erence tend to enjoy surprises, like to change decisions, and dislike deadlines. 

Sixteen unique personality types result from the combination of the four MBTI 
preferences. (See Table 9.4.) Each person has developed strengths and weaknesses as 
a result of using these preferences. For example, individuals who are Introverted, 
Sensing, Thinking, and Judging (known as ISTJs) tend to be serious, quiet, practical, 
orderly, and logical. These persons can organize tasks, be decisive, and follow through 
on plans and goals. ISTJs have several weaknesses because they have not used the op¬ 
posite preferences: Extroversion, Intuition, Feeling, and Perceiving. Potential weak¬ 
nesses for ISTJs include problems dealing with unexpected opportunities, appearing 
too task-oriented or impersonal to colleagues, and making overly quick decisions. 

The MBTI is used for understanding such things as communication, motivation, 
teamwork, work styles, and leadership. For example, it can be used by salespeople or 
executives who want to become more effective at interpersonal communication by 
learning about their own personality styles and the way they are perceived by others. 
The MBTI can help develop teams by matching team members with assignments that 
allow them to capitalize on their preferences and helping employees understand how 
the different preferences of team members can lead to useful problem solving. 25 For 
example, employees with an Intuitive preference can be assigned brainstorming tasks. 
Employees with a Sensing preference can evaluate ideas. 

Research on the validity, reliability, and effectiveness of the MBTI is inconclu¬ 
sive. 26 People who take the MBTI find it a positive experience and say it helps them 
change their behavior. MBTI scores appear to be related to one’s occupation. Analy¬ 
sis of managers’ MBTI scores in the United States, England, Latin America, and 
Japan suggests that a large majority of all managers have certain personality types 
(ISTJ, INTJ, ESTJ, or ENTJ). However, MBTI scores are not necessarily stable over 
time. Studies in which the MBTI was administered at two different times found that 
as few as 24 percent of those who took the test were classified as the same type the 
second time. 

The MBTI is a valuable tool for understanding communication styles and the ways 
people prefer to interact with others. Because it does not measure how well employ¬ 
ees perform their preferred functions, it should not be used to appraise performance 
or evaluate employees’ promotion potential. Furthermore, MBTI types should not be 
viewed as unchangeable personality patterns. 


Assessment Center 

At an assessment center multiple raters or evaluators (assessors) evaluate employees’ 
performance on a number of exercises. 27 An assessment center is usually an off-site lo¬ 
cation such as a conference center. From 6 to 12 employees usually participate at one 
time. Assessment centers are primarily used to identify if employees have the person¬ 
ality characteristics, administrative skills, and interpersonal skills needed for mana¬ 
gerial jobs. They are also increasingly being used to determine if employees have the 
necessary skills to work in teams. 

The types of exercises used in assessment centers include leaderless group discus¬ 
sions, interviews, in-baskets, and role plays. 28 In a leaderless group discussion, a team 
of five to seven employees is assigned a problem and must work together to solve it 
within a certain time period. The problem may involve buying and selling supplies, 
nominating a subordinate for an award, or assembling a product. In the interview, 
employees answer questions about their work and personal experiences, skill strengths 



TABLE 9.4 


The 16 Personality Types Used in the Myers-Briggs Type Indicator Assessment 


_ SENSING TYPES (S) _ INTUITIVE TYPES (N) 

THINKING (T) FEELING (F) FEELING (F) THINKING (T) 



support. 


Judging (J) 


introverts (ft I 

Judging 

mm 

. • " , 






mm 


U I M 




Perceiving (P) 




1 - :• 


ISTP 

Tolerant and flexible, quiet 
observers until a problem 
appears, then act quickly to 
find workable solutions. 
Analyze what makes things 
work and readily get 
through large amounts of 
data to isolate the core of 
practical problems. 
Interested in cause and 
effect, organize facts using 
logical principles, value 
efficiency. 

-am*™ . 


. responsible, 
jibjW dsnsefamious. 
ifiil ' detinnfiiftsd and steady in 

tenant!' 
wte.itby^f/considsrate, 
and remember 
abdtrt people who 
to them, 

, . concerned with how others 
fa«T. Strive to create an 
emonieoa 

ment at work and at 

ISFP 

Quiet, friendly, sensitive, 
and kind. Enjoy the present 
moment, what’s going on 
around them. Like to have 
their own space and to work 
within their own time frame. 
Loyal and committed to 
their values and to people 
who are important to them. 
Dislike disagreements and 
conflicts, do not force their 
opinions or values on 
others. 


Seek meaning and 
connection in ideas, 
relationships, and material 
possessions. Want to 
understand what motivates 
people and are insightful 
about others. Conscientious 
and committed to their firm 
values. Develop a clear 
vision about how best to 
serve the common good. 
Organized and decisive in 
implementing their vision. 

INFP 

Idealistic, loyal to their 
values and to people who 
are important to them. Want 
an external life that is 
congruent with their values. 
Curious, quick to see 
possibilities, can be catalysts 
for implementing ideas. 

Seek to understand people 
and to help them fulfill their 
potential. Adaptable, 
flexible, and accepting 
unless a value is threatened. 

’ - •••*• 
an . . ., s , 


INTJ 

Have original minds and 
great drive for implementing 
their ideas and achieving 
their goals. Quickly see 
patterns in external events 
and develop long-range 
explanatory perspectives. 
When committed, organize 
a job and carry it through. 
Skeptical and independent, 
have high standards of 
competence and 
performance—for 
themselves and others. 

INTP 

Seek to develop logical 
explanations for everything 
that interests them. 
Theoretical and abstract, 
interested more in ideas 
than in social interaction. 
Quiet, contained, flexible, 
and adaptable. Have 
unusual ability to focus in 
depth to solve problems in 
their area of interest. 
Skeptical, sometimes critical, 
always analytical. 


ESTJ 

Practical, realistic, matter-of- 
fact. Decisive, quickly move 
to implement decisions. 
Organize projects and 
people to get things done, 
focus on getting results in 
the most efficient way 
possible. Take care of 
routine details. Have a clear 
set of logical standards, 
systematically follow them 
and want others to also. 
Forceful in implementing 
their plans. 


ESFJ 

Warmhearted, 
conscientious, and 
cooperative. Want harmony 
in their environment, work 
with determination to 
establish it. Like to work 
with others to complete 
tasks accurately and on 
time. Loyal, follow through 
even in small matters. 
Notice what others need in 
their day-by-day lives and 
try to provide it. Want to be 
appreciated for who they 
are and for what they 
contribute. 


is 

their ability to improvise and 
their verba! fluency. 

ENFJ 

Warm, empathetic, 
responsive, and responsible. 
Highly attuned to the 
emotions, needs, and 
motivations of others. Find 
potential in everyone, want 
to help others fulfill their 
potential. May act as 
catalysts for individual and 
group growth. Loyal, 
responsive to praise and 
criticism. Sociable, facilitate 
others in a group, and 
provide inspiring leadership. 


M 

possibilities i 
analog! _ 

Good at reading c 
people. Bored by rot 
will seldom do the same 
thing the same way, apt to 
turn to one new interest 
after another. 

ENTJ 

Frank, decisive, assume 
leadership readily. Quickly 
see illogical and inefficient 
procedures and policies, 
develop and implement 
comprehensive systems to 
solve organizational 
problems. Enjoy long-term 
planning and goal setting. 
Usually well informed, well 
read, enjoy expanding their 
knowledge and passing it 
on to others. Forceful in 
presenting their ideas. 


SOURCE: Reproduced with special permission of the publisher, Consulting Psychologists Press, Inc., Palo Alto, CA 94303, from Manual: A Guide to the 
Development and Use of the Myers-Briggs Type Indicator by Isabel Briggs-Myers and Mary H. McCaulley. Copyright 1985 by Peter Briggs-Myers and 
Katherine D. Myers. All rights reserved. Myers-Briggs Type Indicator and MBTI are registered trademarks of Consulting Psychologists Press, Inc. Further 
reproduction is prohibited without the publisher's consent. 
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In-basket 

A simulation of the 
administrative tasks 
of a manager's job. 

Role plays 

A participant taking 
the part or role of a 
manager or other 
employee. 


and weaknesses, and career plans. An in-basket is a simulation of the administrative 
tasks of the manager’s job. The exercise includes a variety of documents that may ap¬ 
pear in the in-basket on a manager’s desk. The participants read the materials and de¬ 
cide how to respond to them. Responses might include delegating tasks, scheduling 
meetings, writing replies, or completely ignoring the memo! Role plays refer to the 
participant taking the part or role of a manager or other employee. For example, an 
assessment center participant may be asked to take the role of a manager who has to 
give a negative performance review to a subordinate. The participant is told about the 
subordinate’s performance and is asked to prepare for and actually hold a 45-minute 
meeting with the subordinate to discuss the performance problems. The role of the 
subordinate is played by a manager or other member of the assessment center design 
team or company. The assessment center might also include interest and aptitude 
tests to evaluate an employee’s vocabulary, general mental ability, and reasoning 
skills. Personality tests may be used to determine if employees can get along with oth¬ 
ers, their tolerance for ambiguity, and other traits related to success as a manager. 

Assessment center exercises are designed to measure employees’ administrative 
and interpersonal skills. Skills typically measured include leadership, oral and written 
communication, judgment, organizational ability, and stress tolerance. Table 9.5 
shows an example of the skills measured by the assessment center. As we see, each ex¬ 
ercise gives participating employees the opportunity to demonstrate several different 
skills. For example, the exercise requiring scheduling to meet production demands 
evaluates employees’ administrative and problem-solving ability. The leaderless group 
discussion measures interpersonal skills such as sensitivity toward others, stress toler¬ 
ance, and oral communication skills. 

Managers are usually used as assessors. The managers are trained to look for em¬ 
ployee behaviors that are related to the skills that will be assessed. Typically, each as- 


TABLE 9.5 

Examples of Skills Measured by Assessment Center Exercises 



LEADERLESS 

SCHEDULING GROUP 
IN-BASKET EXERCISE DISCUSSION 


PERSONALITY 

TEST 


ROLE 

PLAY 


y. - wjiggij 


Problem solving 


(Organizing, planning, written 
(S&fcrrUunications) 











TABLE 9.6 

Skills Related to Managerial Success 
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Resourcefulness 

, Doing whatever it takes 
Being a quick study 
- Building and mending j- 
relationships 
Leading subordinates 

Compassion and sensitivity 

Straightforwardness and 
ip. composure 

Setting a* 

Confronting problem 
, subordinates 
Team orientation 
Balance between personal life 
and work 
Decisiveness 

Self-awareness 

Hiring talented staff 
Putting people at ease 


Can think strategically, engage in flexible problem solving, and work 
effectively with higher management. 

Has perseverance and focys in the.face v 

Quickly masters new technical and business knowledge. 

Knows how to build and maintain working r elatief i ati p ^ w ^h 
cpworkers and external parties. I ■ 

Delegates to subordinates effectively, broadens their opportunities, 
and acts with fairness toward them. 

Shows genuine interest in others and sensitivity to 
n ©edS. i ' - . - mm 

Is honorable and steadfast. 

Provides a c 
development.- 

Acts decisively and fairly when dealing with problem subordinates 

Accomplishes ta$k& through managing others. % > 1 » • #■*»»”: 

Balances work priorities with personal life so that neither is neglected. 

Prefers quick and approximate actions to slow and precise ones tn i * 
many management situations. 

Has an accurate picture of strengths and weaknesses and is willing to 
improve. 

Hires i 


Displays warmth and a good sense of humor. 


SOURCE: Adapted with permission from C.D. McCauley, M.M. Lombardo, and C.J. Usher, "Diagnosing Management 
Development Needs: An Instrument Based on How Managers Develop," Journal of Management 15 (1989), pp. 389-403. 


sessor observes and records one or two employees’ behaviors in each exercise. The as¬ 
sessors review their notes and rate each employee’s level of skills (for example, 5 = 
high level of leadership skills, 1 = low level of leadership skills). After all employees 
have completed the exercises, the assessors discuss their observations of each em¬ 
ployee. They compare their ratings and try to agree on each employee’s rating for each 
of the skills. 

As we mentioned in Chapter 6, research suggests that assessment center ratings are 
related to performance, salary level, and career advancement. 29 Assessment centers 
may also be useful for development because employees who participate in the process 
receive feedback regarding their attitudes, skill strengths, and weaknesses. 30 In some 
organizations, such as Eastman Kodak, training courses and development activities re¬ 
lated to the skills evaluated in the assessment center are available to employees. 

Benchmarks 

Benchmarks© is an instrument designed to measure the factors that are important to 
being a successful manager. The items measured by Benchmarks are based on research 
that examines the lessons executives learn at critical events in their careers. 31 This 
includes items that measure managers’ skills in dealing with subordinates, acquiring 


Benchmarks 

An instrument 
designed to 
measure the factors 
that are important 
to managerial 
success. 
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resources, and creating a productive work climate. Table 9.6 shows the 16 skills and 
perspectives believed to be important for becoming a successful manager. These skills 
and perspectives have been shown to be related to performance evaluations, bosses 
ratings of promotability, and actual promotions received. 32 To get a complete picture 
of managers’ skills, the managers’ supervisors, their peers, and the managers them¬ 
selves all complete the instrument. A summary report presenting the self-ratings and 
ratings by others is provided to the manager, along with information about how the 
ratings compare with those of other managers. A development guide with examples 
of experiences that enhance each skill and how successful managers use the skills is 
also available. 


Performance 

appraisal 

The process through 
which an 
organization gets 
information on how 
well an employee is 
doing his or her job. 

Upward feedback 

A performance 
appraisal process for 
managers that 
includes 
subordinates' 
evaluations. 

360 -degree 
feedback systems 

A performance 
appraisal system for 
managers that 
includes evaluations 
from a wide range 
of persons who 
interact with the 
manager. The 
process includes 
self-evaluations as 
well as evaluations 
from the manager's 
boss, subordinates, 
peers, and 
customers. 


Performance Appraisals and 360-Degree Feedback Systems 

As we mentioned in Chapter 8, performance appraisal is the process of measuring 
employees’ performance. Performance appraisal information can be useful for em¬ 
ployee development under certain conditions. 33 The appraisal system must tell em¬ 
ployees specifically about their performance problems and how they can improve 
their performance. This includes providing a clear understanding of the differences 
between current performance and expected performance, identifying causes of the 
performance discrepancy, and developing action plans to improve performance. Man¬ 
agers must be trained in frequent performance feedback. Managers also need to mon¬ 
itor employees’ progress in carrying out action plans. 

A recent trend in performance appraisals for management development is the use 
of upward feedback and 360-degree feedback. Dow Chemical, Hallmark, Honeywell, 
Raychem, and AT&T use this appraisal process. Upward feedback refers to appraisal 
that involves collecting subordinates’ evaluations of managers behaviors or skills. 
The 360-degree feedback process is a special case of upward feedback. In 360-degree 
feedback systems, employees’ behaviors or skills are evaluated not only by subordi¬ 
nates but by peers, customers, their bosses, and themselves. The raters complete a 
questionnaire asking them to rate the person on a number of different dimensions. 
Table 9.7 shows an example of the type of skill and items used in a questionnaire de¬ 
signed for a 360-degree feedback system. Here “Communicating information and 
ideas” is the dimension of the manager’s behavior being evaluated. Each of the five 
items relates to specific aspects of written and oral communications (such as clarity of 
messages). Typically raters evaluate the degree to which each particular item is a 
strength or if development is needed. 

The results of a 360-degree feedback system show how the manager was rated on 
each item. The results also show how self-evaluations differ from evaluations from 
the other raters. Typically managers review their results, seek clarification from the 
raters, and set specific development goals based on the strengths and weaknesses iden¬ 
tified. 34 Table 9.8 shows the type of activities involved in development planning using 
360-degree feedback. 35 Consider how U.S. West used development planning with 
360-degree feedback. 36 The 360-degree feedback results showed that one manager 
tended to avoid confrontation. Knowing this helped her focus her training and de¬ 
velopment activity on role plays and discussions that would help her become more 
comfortable with confrontation. She left the program with an individualized list of 
training and development activities linked directly to the skill she needed to improve^ 

The benefits of 360-degree feedback include collecting multiple perspectives of 
managers’ performance, allowing employees to compare their own personal evalua¬ 
tions with the views of others, and formalizing communications about behaviors and 
skills ratings between employees and their internal and external customers. For ex- 
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Communicating information and ideas 

Person makes points effectively to a resistant audience. 
Person is skilled at public speaking. 

Person is good, at disseminating information to others. 
Person has good writing skills. 

Person writes understandable, easy-to-read memos.' 


TABLE 9.7 

Sample Dimension 
and Items from a 
360-Degree 
Feedback 
Instrument. 


2 . 


3 . 

4 . 


Understand strengths and weaknesses. 

Review ratings for strengths and weaknesses. 

Identify skills or behaviors where self and others' (manager, peer, customer) 
ratings agree and disagree. 

Identify a developmentgmd. ^ 

Choose rridff or(develop. 

Set a desr/ipedifk: &Wst with aspecified outcome.- -Tv,.- 

Identify a process for recognizing goal accomplishment. " 

Identify strategies for reaching the development goal. | 

Establish strategies such as reading, job experiences} courses, and 
relationships. 

Establish strategies for receiving feedback on progress. 

Establish strategies for reinforcing the new skill or behavior. 



TABLE 9.8 
Activities in 
Development 
Planning 


ample, Robert Allen, a high-level AT&T executive, now more freely airs his opinions 
in executive committee meetings based on the feedback he received from his subor¬ 
dinates as part of a 360-degree feedback system. Several studies have shown that per¬ 
formance improves and behavior changes as a result of participating in upward feed¬ 
back and 360-degree feedback systems.J7 

Potential limitations of 360-degree feedback include the time demands placed on 
the raters to complete the evaluations, managers seeking to identify and punish raters 
who provided negative information, the need to have a facilitator help interpret re¬ 
sults, and companies' failure to provide ways that managers can act on the feedback 
they receive (development pl~nning, meeting with raters, taking courses). 

In effective 360-degree feedback systems, reliable or consistent ratings are pro¬ 
vided, raters' confidentiality is maintained, the behaviors or skills assessed are job- 

related (valid), the system is easy to use, and managers receive and act on the feed¬ 
back. 38 

Technology allows 360-degree questionnaires to be delivered to the raters via their 
personal computers. This increases the number of completed questionnaires returned, 
makes it easier to process the information, and speeds feedback reports to managers. 

Regardless of the assessment method used, the information must be shared with 
the employee for development to occur. Along with assessment information, the em¬ 
ployee needs suggestions for correcting skill weaknesses and using skills already 
learned. These suggestions might be to participate in training courses or develop skills 
through new job experiences. Based on the assessment information and available de¬ 
velopment opportunities, employees should develop action plans to guide their self- 
improvement efforts. 
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Job experience 

The relationships, 
problems, demands, 
tasks, and other 
features that. 
ehmpl-YbeTsce In 
t elr JO s. 


Job Experiences 

Most employee development occurs through job experiences : 39 relationships, problems, 
demands, tasks, or other features that employees face in their jobs. A major assumption 
of using job experiences for employee development is that development is most likely 
to occur when there is a mismatch between the employee's skills and past experiences 
and the skills required for the job. To succeed in their jobs, employees must stretch their 
skills-that is, they are forced to learn new skills, apply their skills and knowledge in a 
new way, an^ master new expenences. 40 For examp t, to prepare emp byees to grow 
overseas business markets, companies are using international job experiences. 

Most of what we know about development through job experiences conies from a 


TABLE 9.9 


Job Demands and the Lessons Employees Learn from Them 



• ymBmtgSm 


dr ^Iwsdyetions 


Making transitions 


Having high level 
of responsibility 


Unfamiliar responsibilities: The manager must handle responsibilities that are new, 
very different, or much broader than previous ones. 

Proving yourself: The manager has added pressure to show others she can handle 

the job. . _ 

.. " “— “—- jsjbie -fof-starfthg som9thitj^pew ! 

;i ’'* environment. ' 

ted by & fernrter 


__............ 

High stakes: Clear deadlines, pressure from senior managers, high visibility, and 
responsibility for key decisions make success or failure in this job clearly evident. 
Managing business diversity: The scope of the job is large with responsibilities for 
multiple functions, groups, products, customers, or markets. 

Job overload: The sheer size of the job requires a large investment of time and 


Being involved in 
nonauthority 
relationships 
Facing obstacles 



energy. 

Handling external pressure: External factors that affect the business (e.g., 
negotiating with unions or government agencies; working in a foreign culture; 
coping with serious community problems) must be dealt with. 

-- "r-iftvrilViS t-rih i/~iK /•Jrvncv nonniroc itfV 


has no direct authority. . m i 

Adverse business conditions: The business unit or product line faces financial 
problems or difficult economic conditions. 

Lack of top management support: Senior management is reluctant to provide 
direction, support, or resources for current work or new projects. 

Lack of personal support: The manager is excluded from key networks and gets little 
support and encouragement from others. 

Difficult boss: The manager's opinions or management style differs from those of the 
boss, or the boss has major shortcomings. 


SOURCE- C D McCauley, L.J. Eastman, and J. Ohlott, "Linking Management Selection and Development through Stretch 
Assignments," Human Resource Management 84 (1995), pp. 93-115. Copyright © 1995 John Wiley and Sons, Inc. Reprinted 
by permission of John Wiley and Sons, Inc. 





CHAPTER 9 Employee Development 391 


series of studies conducted by the Center for Creative Leadership.41 Executives were 
asked to identify key career events that made a difference in their managerial styles 
and the lessons they learned from these experiences. The key events included those 
involving the job assignment (such as fixing a failing operation), those involving in¬ 
terpersonal relationships (getting along with supervisors), and the specific type of 
transition required (situations in which the executive did not have the necessary 
background). The job demands and what employees can learn from them are shown 
in Table 9.9. 

One concern in the use of demanding job experiences for employee development 
is whether they are viewed as positive or negative stressors. Job experiences that are 
seen as positive stressors challenge employees to stimulate learning. Job challenges 
viewed as negative stressors create high levels of harmful stress for employees exposed 
to them. Recent research findings suggest that all of the job demands, with the ex¬ 
ception of obstacles, are related to learning. 4J Managers reported that obstacles and 
job demands related to creating change were more likely to lead to negative stress 
than the other job demands. This suggests that companies should carefully weigh the 
potential negative consequences before placing employees in development assign¬ 
ments involving obstacles or creating change. 

Although the research on development through job experiences has focused on 
executives and managers, line employees can also learn from job experiences. As we 
noted earlier, for a work team to be successful, its members now need the kinds of 
skills that only managers were once thought to need (such as dealing directly with 
customers, analyzing data to determine product quality, and resolving conflict among 
team members). Besides the development that occurs when a team is formed, em¬ 
ployees can further develop their skills by switching work roles within the team. 

Figure 9.1 shows the various ways that job experiences can be used for employee 



FIGURE 9.1 

How Job 
Experiences Are 
Used for Employee 
Development 
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development. These include enlarging the current job, job rotation, transfers, pro¬ 
motions, downward moves, and temporary assignments with other companies. 


Job enlargement 

Adding challenges 
or new 

responsibilities to an 
employee's current 
job. 


Enlarging the Current Job 

Job enlargement refers to adding challenges or new responsibilities to employees’ cur¬ 
rent jobs. This could include special project assignments, switching roles within a 
work team, or researching new ways to serve clients and customers. For example, an 
engineering employee may join a task force developing new career paths for techni¬ 
cal employees. Through this project work, the engineer may lead certain aspects of 
career path development (such as reviewing the company's career development 
process). As a result, the engineer not only learns about the company's career devel¬ 
opment system, but uses leadership and organizational skills to help the task force 
reach its goals. 


Job rotation 

The process of 
systematically 
moving a single 
individual from one 
job to another over 
the course of time. 
The job assignments 
may be in various 
functional areas of 
the company or 
movement may be 
between jobs in a 
single functional 
area or department. 


Transfer 

The movement of 
an employee to a 
different job 
assignment in a 
different area of the 
company. 


Job Rotation 

Job rotation gives employees a series of job assignments in various functional areas of 
the company or movement among jobs in a single functional area or department. For 
example, at United Technologies Corporation the job rotation program in finance is 
within the finance function because employees need to understand all aspects of 
budgeting. Greyhound Financial Corporation has a job rotation program known as 
"muscle-building" for high-potential executive managers. 43 Managers are put in de¬ 
partments where they have to perform tasks different from those they have performed 
in the past. They maintain their titles and compensation levels while moving through 
the assignments, which vary in status. The time employees spend in each job varies 
depending on the assignment's purpose. In the Greyhound program, assignments last 
two years. 

Job rotation helps employees gain an overall appreciation of the company's goals, 
increases their understanding of different company functions, develops a network of 
contacts, and improves problem-solving and decision-making skills. 44 Job rotation has 
also been shown to be related to skill acquisition, salary growth, and promotion rates. 
But there are several potential problems with job rotation for both the employee and 
the work unit. The rotation may create a short-term perspective on problems and so¬ 
lutions in rotating employees and their peers. Employees' satisfaction and motivation 
may be adversely affected because they find it difficult to develop functional special¬ 
ties and they don't spend enough time in one position to receive a challenging as¬ 
signment: Productivity losses and work load increases may be experienced by both the 
department gaining a rotating employee and the department losing the employee due 
to training demands and loss of a resource. 

The characteristics of effective job rotation systems are shown in Table 9.10. As 
we see, effective job rotation systems are linked to the company's training, develop¬ 
ment, and career management systems. Also, job rotation should be used for all types 
of employees, not just those with managerial potential. 

Transfers, Promotions, and Downward Moves 

Upward, lateral, and downward mobility is available for development purposes in most 
companies. 43 In a transfer, an employee is assigned a job in a different area of the com¬ 
pany. Transfers do not necessarily increase job responsibilities or compensation. They 
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Job rotation is used to develop skills as well as give employees experience 
needed for managerial positions. 

Job rotation is used for all levels and types of employees. 

Benefits of rotation are maximized and costs are minimized through managing 
timing of rotations to reduce work load costs and helping employees 
understand job rotation's role in their development plans. 

All employees have equal s ' ' 

of their demographic group. 


TABLE 9.10 

Characteristics of 
Effective Job 
Rotation Systems 


SOURCE: Based on L. Cheraskin and M. Campion, "Study Clarifies Job Rotation Benefits," 
Personnel Journal, November 1996, pp. 31-38. 


are likely lateral moves (a move to a job with similar responsibilities). Promotions are 
advancements into positions with greater challenges, more responsibility, and more au¬ 
thority than in the previous job. Promotions usually include pay increases. 

Transfers may involve relocation within the United States or to another country. 
This can be stressful not only because the employee's work role changes, but if the 
employee is in a two-career family, the spouse must find new employment. Also, the 
family has to join a new community. Transfers disrupt employees' daily lives, inter¬ 
personal relationships, and work habits.46 People have to find new housing, shopping, 
health care, and leisure facilities, and they may be many miles from the emotional 
support of friends and family. They also have to learn a new set of work norms and 
procedures; they must develop interpersonal relationships with their new managers 
and peers; and they are expected to be as productive in their new jobs as they were in 
their old jobs even though they may know little about the products, services, 
processes, or employees for whom they are responsible. 

Because transfers can provoke anxiety, many companies have difficulty getting em¬ 
ployees to accept them. Research has identified the employee characteristics associ¬ 
ated with a willingness to accept transfers;47high career ambitions, a belief that one's 
future with the company is promising, and a belief that accepting a transfer is neces¬ 
sary for success in the company. Employees who are not married and not active in the 
community are generally most willing to accept transfers. Among married employees, 
the spouse's willingness to move i'sthe most important influence on whether an em¬ 
ployee will accept a transfer. 

A downward move occurs when an employee is given less responsibility and au¬ 
thority.48 This may involve a move to another position at the same level (lateral 
demotion), a temporary cross-functional move, or a demotion because of poor per¬ 
formance. Temporary cross-functional moves to lower-level positions, which give 
employees experience working in different functional areas, are most frequently used 
for employee development. For example, engineers who want to move into manage¬ 
ment often take lower-level positions (like shift supervisor) to develop their manage¬ 
ment skills. 

Because of the psychological and tangible rewards of promotions (such as increased 
feelings of self-worth, salary, and status in the company), employees are more willing 
to accept promotions than lateral or downward moves. Promotions are more readily 


Promotions 

Advances into 
positions with 
greater challenge, 
more responsibility, 
and more authority 
than the employee's 
previous job. 


Downward move 

A job change 
involving a 
reduction in an 
employee's level of 
responsibility and 
authority. 
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available when a company is profitable and growing. When a company is restructur¬ 
ing or experiencing stable or declining profits-especially if numerous employees are 

interested in promotions and the company tends to rely on the external labor market 

49 

to staff higher-level positions-promotion opportunities may be limited. 

Unfortunately, many employees have difficulty associating transfers and downward 
moves with development. They see them as punishments rather than as opportuni¬ 
ties to develop skills that will help them achieve long-term success with the company. 
Many employees decide to leave a company rather than accept a transfer. Companies 
need to successfully manage transfers not only because of the costs of replacing em¬ 
ployees but because of the costs directly associated with them. For example, GTE 
spends approximately $60 million a year on home purchases and other relocation 
costs such as temporary housing and relocation allowances. 50 One challenge compa¬ 
nies face is learning how to use transfers and downward moves as development op- 
portunities-convincing employees that accepting these opportunities will result in 
long-term benefits for them. 

To ensure that employees accept transfers, promotions, and downward moves as 
development opportunities, companies can provide 

• Information about the content, challenges, and potential benefits of the new job 
and location. 

• Involvement in the transfer decision by sending the employees to preview the new 
location and giving them information about the community. 

• Clear performance objectives and early feedback about their job performance. 

• A host at the new location to help them adjust to the new community and work¬ 
place. 

• Information about how the job opportunity will affect their income, taxes, mort¬ 
gage payments, and other expenses. 

• Reimbursement and assistance in selling and purchasing or renting a place to live. 

• An orientation program for the new location and job. 

• Information on how the new job experiences will support the employee's career 
plans. 

• Assistance for dependent family members, including identifying schools and child 
care and elder care options. 

• Help for the spouse in identifying and marketing skills and finding employment/ 


Externship 

When a company 
allows an employee 
to take a full-time 
operational role at 
another company. 


Temporary Assignments with Other Organizations 

Externship "refers to a company allowing employees to take a full-time operational 
role at another company. Mercer Management, a consulting firm, uses externship to 
develop employees interested in gaining experience in a specific industry. 52 Mercer 
Management promises to employ the externs after their assignments end. For exam¬ 
ple, one employee who has been a Mercer consultant for five years is now vice presi¬ 
dent of Internet services for Binney & Smith, the maker of Crayola crayons. A year 
ago he was consulting on an Internet project for Binney & Smith. But he wanted to 
actually implement his recommendations rather than just give them to the client and 
move on to another project-so he started working at Binney & Smith. He remains 
on Mercer Management's payroll, though his salary conies' from Binney & Smith. 
Mercer believes that employees who participate in the externship program will re¬ 
main committed to the company because they have had the opportunity to learn and 
grow professionally and have not had to disrupt their personal and professional lives 
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with a job search. Although externships give employees other employment options 
and some employees will leave, Mercer believes that it not only is a good develop¬ 
ment strategy but also helps in recruitment. The externship program signals to po¬ 
tential employees that Mercer is creative and flexible with its employees. 

First Chicago National Bank and Kodak participated in an employee exchange 
program so that the two companies could better understand each other's business and 
how to improve the services provided. 53 For example, a First Chicago employee 
helped Kodak's business imaging division identify applications for compact disc tech¬ 
nology. A Kodak employee helped First Chicago understand areas within the bank 
that could benefit from imaging technology. 

Temporary assignments can include a sabbatical (a leave of absence from the com¬ 
pany to renew or develop skills). Employees on sabbatical often receive full pay and 
benefits. Sabbaticals let employees get away from the day-to-day stresses of their jobs 
and acquire new skills and perspectives. Sabbaticals also allow employees more time 
for personal pursuits such as writing a book or spending more time with young chil¬ 
dren. Sabbaticals are common in a variety of industries ranging from consulting firms 
to the fast food industry. 54 Morningstar Inc., the mutual fund tracking company, pro¬ 
vides a six-week paid sabbatical every four years for all employees.55 A Morningstar 
manager who had recently been promoted to the role of exhibit/conference manager 
took an extra year before taking his sabbatical. Fie spent half his sabbatical on the 
beach in California and another three weeks pursuing his passion for modern dance. 
How employees spend their sabbaticals varies from company to company. Some em¬ 
ployees may work for a nonprofit service agency; others may study at a college or uni¬ 
versity or travel and work on special projects in non-U.S. subsidiaries of the company. 


Sabbatical 

A leave of absence 
from the company 
to renew or develop 
skills. 


Interpersonal Relationships 

Employees can also develop skills and increase their knowledge about the company 
and its customers by interacting with a more experienced organization member. Men¬ 
toring and coaching are two types of interpersonal relationships that are used to de¬ 
velop employees. 


Mentoring 

A mentor is an experienced, productive senior employee who helps develop a less ex¬ 
perienced employee (the protege). Most mentoring relationships develop informally 
as a result of interests or values snared by the mentor and protege. Research suggests 
that employees with certain personality characteristics (like emotional stability, the 
ability to adapt their behavior based on the situation, and high needs for power and 
achievement) are most likely to seek a mentor and be an attractive protege for a men¬ 
tor. 56 Mentoring relationships can also develop as part of a planned company effort to 
bring together successful senior employees with less experienced employees. 


Mentor 

An experienced, 
productive senior 
employee who helps 
develop a less- 
experienced 
employee. 


Developing Successful Mentoring Programs. Although many mentoring relation¬ 
ships develop informally, one major advantage of formalized mentoring programs is 
that they ensure access to mentors for all employees, regardless of gender or race. An 
additional advantage is that participants in the mentoring relationship know what is 
expected of them. 57 One limitation of formal mentoring programs is that mentors may 

not be able to provide counseling and coaching in a relationship that has been artifi¬ 
cially created.58 
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TABLE 9.11 

Characteristics of Successful Formal Mentoring Programs 

1 Mentor and protege participation is voluntary. Relationship can be ended at any time without fear of 
unishment. 






I ' Is 


■ 


3. Mentors are chosen on the basis of their past record in developing employees, willingness to serve as 
a mentor, and evidence of positive coachi ng, communication, and listening skills. 




5 jh e length of the program is specified. Mentor and protege are encouraged to pursue the relationship 
beyond the formal period. ___:_ 




7. Proteges are encouraged to contact one a nother to discuss pr‘oblerTjs^ng_sHarg_succgsses 







■ . 

;';;o ■ ■ ■ 


9. Employee development is rewarded, which signals managers that mentoring and other development 
activities are worth their time and effort. 









Career support 

Coaching, 
protection, 
sponsorship, and 
providing 
challenging 
assignments, 
exposure, and 
visibility. 

Psychosocial 

support 

Serving as a friend 
and role model, 
providing positive 
regard and 
acceptance, and 
creating an outlet 
for a protege to talk 
about anxieties and 
fears. 


Table 9.11 presents the characteristics of a successful formal mentoring program. 
Mentors should be chosen based on interpersonal and technical skills. They also need 
to be trained. For example, New York Hospital-Cornell Medical Center developed a 
mentoring program for housekeeping employees. Each mentor has between 5 and 10 
proteges to meet with on a quarterly basis. To qualify as mentors, employees have to 
receive outstanding performance evaluations, demonstrate strong interpersonal skills, 
and be able to perform basic cleaning tasks and essential duties of all housekeeping 
positions including safety procedures (such as handling infectious waste). 

Mentors undergo a two-day training program that emphasizes communication 
skills. They are also taught how to convey information about the job and give direc¬ 
tions effectively without criticizing employees. 59 

Benefits of Mentoring Relationships. Both mentors and proteges can benefit from a 
mentoring relationship. Research suggests that mentors provide career and psychoso¬ 
cial support to their proteges. Career support includes coaching, protection, spon¬ 
sorship, and providing challenging assignments, exposure, and visibility. Psychosocial 
support includes serving as a friend and a role model, providing positive regard and 
acceptance, and creating an outlet for the protege to talk about anxieties and fears. 
Additional benefits for the protege include higher rates of promotion, higher salaries, 
and greater organizational influence. 60 

Mentoring relationships provide opportunities for mentors to develop their inter¬ 
personal skills and increase their feelings of self-esteem and worth to the organization. 
For individuals in technical fields such as engineering qr health services, the protege 
may help them gain knowledge about important new scientific developments in their 
field (and therefore prevent them from becoming technically obsolete). For example, 
General Electric recently launched an initiative in e-business. However, many veteran 
managers faced the challenge of trying to understand how to effectively use the Inter- 
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net. Jack Welch, former CEO of General Electric, created a mentoring program for hi 
top 600 managers. 61 The program involves having younger employees who have mor 
experience with the Internet serving as mentors for the top managers. Welch gener 
ated interest in the program by getting his own mentor, who is approximately half hi 
age and has much less business experience than he does—but is a VC^eb expert who run 
the company’s website. The purpose of the program is to help managers become fa 
miliar with competitors’ websites, experience the difficulty of ordering products online 
and understand what the best websites are doing right. Welch started the program be 
cause he believes that e-business knowledge is generally inversely related to age anc 
position in the company hierarchy. GE managers meet with their mentors for Web les 
sons, where they critique websites, discuss articles and books about e-commerce the' 
have have been given to read, and ask the mentors questions. The sessions benefit botl 
the mentors and the proteges. The proteges learn about the Web, and the mentorinj 
sessions make the younger employees more comfortable talking to their bosses. Th( 
mentors also learn about the skills that a manager needs to run a large business opera 
tion (such as the ability to communicate with different people). 

Purposes of Mentoring Programs. Mentor programs socialize new employees, in¬ 
crease the likelihood of skill transfer from training to the work setting, and provide 
opportunities for women and minorities to gain the exposure and skills needed tc 
evolve into managerial positions. Consider the New York Hospital-Comell Medical 
Center mentoring program. The program is designed to help new employees more 
quickly learn housekeeping duties and understand the culture of the hospital. One 
benefit ot the program is that new employees’ performance deficiencies are more 
quickly corrected. Although the formal mentoring of new employees lasts only two 
weeks, mentors are available to provide support many months later. 

At E. I. Du Pont de Nemours and Company’s corporate headquarters, Steve Croft 
and Janet Graham have met at least once a month for the past seven years to share 
problems, information, and advice as part of Du Pont’s mentoring program. 62 He is a 
planning manager in Du Ponts research division. She is an administrative assistant 
in the toxicology lab where Steve used to work. From a list of volunteers, proteges 
choose mentors (managers and executives) whose skills and experience they want to 
learn about. Croft, the mentor, has answered Graham’s questions about corporate pro¬ 
grams and given her the opportunity to meet scientists and managers in the company. 
Graham has also learned more about the role of other departments in the company 
and budgetary priorities. Croft too has benefited from the relationship. He has learned 
about how management decisions affect employees. For example, when the toxicol¬ 
ogy lab was forced to begin to charge departments for its services (rather than being 
supported from the company’s general fund), Croft learned about employees’ reac¬ 
tions and anxieties from Graham. 

Because of the lack of potential mentors or a formal reward system supporting men¬ 
toring, and the belief that the quality of mentorships developed in a formal program 
is poorer than informal mentoring relationships, some companies have initiated 
group mentoring programs. In group mentoring programs, a successful senior em¬ 
ployee is paired with a group of four to six less experienced proteges. One potential 
advantage of the mentoring group is that proteges can learn from each other as well 
as from a more experienced senior employee. The leader helps proteges understand' 
the organization, guides them in analyzing their experiences, and helps them clarify 
career directions. Each member of the group may complete specific assignments, or 
the group may work together on a problem or issue. 63 


Group mentoring 
program 

A program pairing a 
successful senior 
employee with a 
group of four to six 
less experienced 
proteges. 
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Coach 

A peer or manager 
who works with an 
employee to 
motivate her, help 
her develop skills, 
and provide 
reinforcement and 
feedback. 


Coaching 

A coach is a peer or manager who works with an employee to motivate him, help him 
develop skills, and provide reinforcement and feedback. There are three roles that a 
coach can play.64Part of coaching may be one-on-one with an employee (such as giv¬ 
ing feedback). Another role is to help employees learn for themselves. This involves 
helping them find experts who can assist them with their concerns and teaching them 
how to obtain feedback from others. Third, coaching may involve providing resources 
such as mentors, courses, or job experiences that the employee may not be able to gain 
access to without the coach's help. For example, companies are using coaching specif¬ 
ically to groom future chief executive officers.6s Best Buy, a consumer-electronics re¬ 
tailer, is directly addressing younger managers' weaknesses in personality and manage¬ 
ment style before they are put into higher-level management positions and have 
problems. Best Buy has invested nearly $10 million on coaches for all top managers. 
Once a month, top executives spend a few hours with an industrial psychologist who 
helps them work through leadership issues. For example, one manager discussed with 
his coach how to balance the needs of some of his subordinate management team 
members, who are more comfortable in the roles of a traditional retail environment, 
with the business need to compete with competitors online. He has to l~arn how to 
lead and push new ideas (such as forging record industry partnerships) without being 
authoritarian, dominating discussions, or making quick decisions. 

To develop coaching skills, training programs need to focus on four issues related to 
managers' reluctance to provide coaching.66 First, managers may be reluctant to discuss 
performance issues even with a competent employee because they want to avoid con¬ 
frontation. This is especially an issue when the manager is less of an expert than the 
employee. Second, managers may be better able to identify performance problems than 
to help employees solve them. Third, managers may also feel that the employee inter¬ 
prets coaching as criticism. Fourth, as companies downsize and operate with fewer em¬ 
ployees, managers may feel that there is not enough time for coaching . 


••• Career Management and Development 
Planning Systems 

Companies' career management systems vary in the level of sophistication and the 
emphasis they place on different components of the process. Steps and responsibili¬ 
ties in the career management system are shown in Figure 9.2. 


Self-Assessment 

Self-assessment refers to the use of information by employees to determine their career 
interests, values, aptitudes, and behavioral tendencies. It often involves psychologi¬ 
cal tests such as the Myers-Briggs Type Indicator (described earlier in the chapter), 
the Strong-Campbell Interest Inventory, and the Self-Directed Search. The Strong- 
Campbell helps employees identify their occupational and job interests; the Self- 
Directed Search identifies employees' preferences for working in different types of en¬ 
vironments (like sales, counseling, landscaping, and so oh). Tests may also help em¬ 
ployees identify the relative values they place on work and leisure activities. Self-as¬ 
sessment can involve exercises such as the one in Table 9.12. This type of exercise 
helps an employee consider where she is now in her career, identify future plans, and 
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FIGURE 9.2 

Steps and Responsibilities in the Career Management Process 
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Employee Identify opportunities Identify what needs Identify goal Identify steps and 

responsibility and needs to improve, are realistic to and method to timetable to reach 

develop. determine goal goal, 

progress. 


Company Provide assessment Communicate Ensure that goal is Identify resources 

responsibility information to identify performance specific, challenging, employee needs 

strengths, weaknesses, evaluation, where and attainable; to reach goal, 

interests, and values. employee fits in commit to help including courses, 

long-range plans employee reach work experiences, 

of the company. the goal. relationships. 


TABLE 9.12 


Example of a Self-Assessment Exercise 



ACTIVITY (PURPOSE) 






to represent 


Step 2: Who am I? (Examine different roles.) 

Using 3 x 5 carols, write down one answer per card to the question "Who am I? 


want to have 
remembered 


resources needed.) 
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gauge how her career fits with her current situation and available resources. In some 
companies, counselors assist employees in the self-assessment process and interpret 
the results of psychological tests. 

Through the assessment, a development need can be identified. This need can re¬ 
sult from gaps between current skills and/or interests and the type of work or position 
the employee wants. For example, a branch manager at Wells Fargo Bank for 14 years 
enjoyed both working with computers and researching program development issues.67 
He was having difficulty in choosing whether to pursue further work experiences with 
computers or enter a new career in developing software applications. Psychological 
tests he completed as part of the company's career assessment program confirmed his 
strong interests in research and development. As a result, he began his own software 
design company. 

Reality Check 

Reality check refers to the information employees receive about how the company 
evaluates their skills and knowledge and where they fit into the company's plans (po¬ 
tential promotion opportunities, lateral moves). Usually this information is provided 
by the employee's manager as part of performance appraisal. It is not uncommon in 
well-developed career management systems for the manager to hold separate per¬ 
formance appraisals and career development discussions. For example, in Coca-Cola 
USA's system, employees and managers have a separate meeting after the annual per¬ 
formance review to discuss the employee's career interests, strengths, and possible de¬ 
velopment activities.68 

Goal Setting 

Goal setting refers to the process of employees developing short- and long-term career 
objectives. These goals usually relate to desired positions (such as becoming sales 
manager within three years), level of skill application (use one’s budgeting skills to 
improve the unit's cash flow problems), work setting (move to corporate marketing 
within two years), or skill acquisition (learn how to use the company's human re¬ 
source information system). These goals are usually discussed with the manager and 
written into a development plan. A development plan for a product manager is 
shown in Figure 9.3. Development plans usually include descriptions of strengths and 
weaknesses, career goals, and development activities for reaching the career goal. 

Action Planning 

During this phase, employees determine how they will achieve their short- and long¬ 
term career goals. Action plans may involve anyone or combination of development 
approaches discussed in the chapter (such as enrolling in courses and seminars, getting 
additional assessment, obtaining new job experiences, or finding a mentor or coach).69 
The development approach used depends on the needs and developmental goal. 

Example of a Career Management System 

United Parcel Service's (UPS’s) career development system illustrates the career plan¬ 
ning process and the strategic role it can play in ensuring that staffing needs are met.7o 
UPS has 285,000 employees in 185 nations and territories who are responsible formak- 
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FIGURE 9.3 

Career Development Plan 

Name: Title: Project Manager Immediate Manager: 


Competencies 

Please identify your three greatest strengths and areas for improvements. 

Strengths 

• Strategic thinking and execution (confidence, command skills, action orientation) 

• Results orientation (competence, motivating others, perseverance) 

• Spirit for winning (building team spirit, customer focus, respect colleagues) 

Areas for Improvement 

• Patience (tolerance of people or processes and sensitivity to pacing) 

• Written communications (ability to write clearly and succinctly) 

• Overly ambitious (too much focus on successful completion of projects rather than developing 
relationships with individuals involved in the projects) 

Career Goals 

Please describe your overall career goals. 

• Long-term: Accept positions of increased responsibility to a level of general manager (or beyond). The 
areas of specific interest include but are not limited to product and brand management, 
technology and development, strategic planning, and marketing. 

• Short-term: Continue to improve my skills in marketing and brand management while utilizing my skills 
in product management, strategic planning, and global relations. 


Next Assignments 

Identify potential next assignments (including timing) that would help you develop toward your 
career goals. 

• Manager or director level in planning, development, product, or brand management. Timing estimated 
to be Spring 2003. 


Training and Development Needs 

List both training and development activities that will either help you develop in your current assignment 
or provide overall career development. 

• Master's degree classes will allow me to practice and improve my written communications skills. The 
dynamics of my current position, teamwork, and reliance on other individuals allow me to practice 
patience and to focus on individual team members' needs along with the success of the projects. 


Employee_!_ Date 

Immediate Manager_ Date 

Mentor_ Date 


ing sure that packages are picked up and delivered on time. UPS wanted to develop its 
managerial ranks, which included 49,000 people worldwide, via a management devel¬ 
opment system that would ensure that managers’ skills were up to date; the system had 
to be linked to selection and training activities. As a result, UPS designed a career man¬ 
agement process. The process starts with the manager identifying the skills, knowledge, 
and experience that the work team needs to meet current and anticipated business 
needs. Gaps between needs and relevant qualifications of the team are identified. The 
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TABLE 9.13 

Design Factors of 
Effective Career 
Management 
Systems 


Assessment and Development of HRM 

manager then identifies the development needs of each team member. Next, team 

members complete a series of exercises that help them with self-assessment, goal setting, 

and development planning. The manager and employee work together to create an in¬ 
dividual development plan. In the discussion, the manager shares performance appraisal 
information and analysis of team needs with the employee; that is, the manager pro¬ 

vides a "reality check." The plan includes the employee's career goals and development 
actions to pursue during the next year. To ensure that the career management process 
helps with future staffing decisions, divisionwide career development meetings are held. 
Here managers report on the development needs and plans as well as their work teams' 

capabilities. Training and development managers attend to ensure that a realistic train¬ 
ing plan is created. The process is repeated at higher levels of management. The ulti¬ 

mate result is a master plan with training activities and development plans coordinated 
among the functional areas. 

The UPS system includes all of the steps in the career management process. The 

most important feature of the system is the sharing of information about individual 
employees, districts, and functional development and training needs and capabilities. 
This use of information from employees, districts, and company functions allows UPS 
to be better prepared to meet changing staffing needs and customer demands than 
many companies. 

The "Competing through High-Performance Work Systems" box gives an example 
of how companies are using technology to give employees complete control of their 
career management. Several important design factors should be considered in the 
process of developing a career management system (see Table 9.13). Tying develop¬ 
ment of the system to business objectives and needs, top management support, and 

having managers and employees participate in building the system are especially im¬ 
portant to help overcome resistance to using the system. 


Example of an Employee's Use of a Career Management System 

Robert Brown, a program manager in an information systems department, needs to in¬ 
crease his knowledge of available project management software. His performance ap¬ 
praisal indicates that only 60 percent of the projects he is working on are being ap¬ 
proved due to incomplete information. (Assessment identified his development need.) 
As a result, Robert and his manager agree that his development goal is to increase his 



1. System is positioned as a response to a business need 


3- Employees are encouraged to take an active role in career management. 


5. Business units can 
constraints). 


customize the system for their own purposes (with some 


7. Senior management supports the career system 


ia® 


SOURCE: Based on B. Baumann, J. Duncan, S.E. Former, and Z. Leibowitz, "Amoco Primes the 
Talent Pump," Personnel Journal, February 1996, pp. 79-84. 






COMPETING 

THROUGH 

HIGH- 

PERFORMANCE 
WORK SYSTEMS 


' 'y~‘ ,i J 


Using lntrantts to Drive 
Development Planning 


And how do I enhance my 
skills? 

Employees annually asses 
their current skills by complet¬ 
ing an online profile. The PDR 
compares each employee's pro¬ 
file to the expected skill levels 
for the employee's job group. 
Following the self-assessment, 
the employee identifies the 
areas where he or she would 
tike to focus development. The 
PDR will recommend education 
(Ford classes and seminars), ex¬ 
ploration (activities outside 
Ford), and/or experiences (job 
assignments and other on-the- 
job opportunities) to help meet 
the employee's development 
needs. Employees can enroll in 
a suggested course offered by 
Fofd through the website. The 

vr g|friaffc ii4ryyjfc : ' Ir rim .r al t m iaq 


plan related tg attaining the de- 
velopment needs. Ford has 
identified specific leader behav¬ 
iors (like drive for results, 
innovation, desire tb serve) that 
all salaried employees need for 
the company to lead in market¬ 
ing, sales, and service. The PDR 
focuses on helping employees 
Improve these leadership be¬ 
haviors. 

Although it is too early to 
evaluate success, Ford devel¬ 
oped the PDR to help 
employees continually improve 
their knowledge, skill, and abili¬ 
ties, to align their behavior with 
company goals and strategies, 
and to take responsibility for 
their own performance, 
progress, and development. 

SOURCE: Ford Motor Company brochure 


Technology such as intranets fa¬ 
cilitates the process of giving 
employees complete control 
over their development while 
enabling them to plan their de¬ 
velopment at their 
, convenience. For example, 

Ford Motor Company in De¬ 
troit, Michigan, has recognized 
that to be successful, its em¬ 
ployees must be trained and 
developed. To facilitate the de- 
jgelopment process): Ford : 
created the "Personal Develop¬ 
ment Roadmap" (PDR), a 
Web-based resource available 
■;pn the company intranet that 
allows marketing, sales, and 
service employees to take con¬ 
trol of their personal and 
professional development. The 
. PDR helps employees answer . 

‘ three questions: What skills db i 
have? What skills should I have' 


knowledge of available project management software, which can boost his effective¬ 
ness in project management. To raise his knowledge of project management software, 
Robert will read articles (formal education), meet software vendors, and contact ven¬ 
dors’ customers for evaluations of the project management software they have used 
(job experiences). His manager will provide the names of customers to contact. Robert 
and his manager set six months as the target date for completion of these activities. 


Special Issues in Employee Development 

Melting the Glass Ceiling 

A major development issue facing companies today is how to get women and mi¬ 
norities into upper-level management positions—how to break the glass ceiling. The 
glass ceiling is a barrier to advancement to the higher levels of the organization. This 


Glass ceiling 

A barrier to 
advancement to 
higher-level jobs in 
the company that 
adversely affects 
women and 
minorities. The 
barrier may be due 
to lack of access to 
training programs, 
development 
experiences, or 
relationships (e.g., 
mentoring). 
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barrier may be due to stereotypes or company systems that adversely affect the devel¬ 
opment of women or minorities.71 The glass ceiling is likely caused by lack of access 
to training programs, appropriate developmental job experiences, and developmental 
relationships (such as mentoring).72 Research has found no gender differences in ac¬ 
cess to job experiences involving transitions or creating change.^ However, male 
managers receive significantly more assignments involving high levels of responsibil¬ 
ity (high stakes, managing business diversity, handling external pressure) than female 
managers of similar ability and managerial level. Also, female managers report expe¬ 
riencing more challenge due to lack of personal support (a type of job demand con¬ 
sidered to be an obstacle that has been found to relate to harmful stress) than male 
managers. Managers making developmental assignments need to carefully consider 
whether gender biases or stereotypes are influencing the types of assignments given to 
women versus men. 

The "Competing by Meeting Stakeholders' Needs” box shows the steps that Proc¬ 
ter & Gamble is taking to melt the glass ceiling. Women and minorities often have 
trouble finding mentors because of their lack of access to the "old boy network," man¬ 
agers' preference to interact with other managers of similar status rather than with 
line employees, and intentional exclusion by managers who have negative stereotypes 
about women's and minorities' abilities, motivation, and job preferences,?4 Potential 
mentors may view minorities and women as a threat to their job security because they 
believe affirmative action plans give those groups preferential treatment. 

Consider Deloitte & Touche's efforts to melt the glass ceiling. Deloitte & Touche 
is an accounting, tax, and consulting firm with offices throughout the United States. 
The company had been experiencing high turnover of talented women and set out to 
understand why this was occurring and what the company could do to stop it.75 Table 
9.14 shows Deloitte & Touche's recommendations for melting the glass ceiling. 
Deloitte's Initiative for the Retention and Advancement of Women grew from a task 
force chaired by the company's chief executive officer. Deloitte & Touche made a 
business case for change by showing the senior partners of the company that half 
of the new hires were women, and half of them left the company before becoming 
candidates for upper management positions (partners). Data on the problem were 
gathered by having every management professional in the company attend a work¬ 
shop designed to explore how gender attitudes affected the work environment (and 
led to the loss of talented women). The workshops included discussions, videos, and 
case studies. For example, a case scenario involved having partners evaluate two 


TABLE 9.14 

Deloitte & Touche's 
Recommendations 
for Melting the 
Glass Ceiling 


Make sure senior management supports and is involved in the program. 

Make a business case for change. 

Make the change public. 

Gather data on problems causing the glass ceiling using task forces, focus groups, 
arid questionnaires. A- .d; : 

Create awareness of how gender attitudes affect the work environment, 
d accountability through reviews of promotion rates and assignment decisions. 
Promote development for all employees. 


SOURCE: Based on D, McCracken, "Winning the Talent War for Women," Harvard Business Review, 
November-December 2000, pp. 159-67. 





Procter & Gamble has success¬ 
fully used its marketing strategy 
to sell its products to women. It 
had been less successful in 
bringing women into its man¬ 
agement ranks. A study of em¬ 
ployee turnover found that two 
of every three high-performing 
employees who left the com¬ 
pany were women. Because 
P&G promotes from within, re¬ 
tention of high performers is 
critical. Until recently, no 
women sat on P&G's executive 
committee, and few executives 
were female. 

To uncover the reasons for 
women's low retention rate and 
lack of movement into execu¬ 
tive positions, P&G conducted 
interviews and surveys. P&G 
found that women felt their 
consensus-building manage¬ 
ment styles were not valued in 
the company's command-and- 
control culture, which favors 
quick, aggressive decision mak¬ 
ers. Because career planning 
was not openly discussed at the 
company, women employees * 
reported that they didn't know 
where they stood with the com¬ 
pany. Employee opinion surveys 
revealed that a "lack of feeling 
valued" was a larger issue for 
women than for men. Women 
employees realized that to be 
successful, they needed to put 
in long hours. But they wanted 
flexible hours, not part-time 


work schedules that would slow 
their promotion. 

P&G then created a task force 
to study the brand management 
career path, the major career 
path to executive-level manage¬ 
ment. The team set goals to 
lower the female turnover rate 
and achieve 40 percent women 
at each level of brand manage¬ 
ment by the year 2005. One 
step of the task force was to de¬ 
velop a mentoring program 
known as Mentoring Up. The 
program incorporates many 
characteristics of effective men¬ 
toring programs. All eligible 
junior, female managers and 
male, senior managers are ex¬ 
pected to participate. The fe¬ 
male managers must have at 
least one year of tenure and be 
good performers. Junior pro¬ 
teges are matched with senior 
mentors based on their re¬ 
sponses to a questionnaire. Both 
mentors and proteges attend an 
orientation session that includes 
a panel discussion by past par¬ 
ticipants in the program and a 
series of exercises probing 
women's workplace issues and 
reasons for success at P&G. The 
mentoring relationships require 
meeting at least once every two 
months. Mentors and proteges 
receive discussion guides de¬ 
signed to help facilitate dia¬ 
logue. For example, one guide 
asks the mentoring pairs to ex¬ 


plore the keys to success and 
failure for women and men in 
company leadership positions. 
The discussion guides also in¬ 
clude questions designed to 
elicit feelings about when 
women feel valued. The mentor 
and proteges explore differ¬ 
ences and similarities in re¬ 
sponse to these questions to 
identify how people like to be 
recognized. Two issues have fre¬ 
quently been raised in the men¬ 
toring relationships—the barriers 
that women face in achieving a 
balance between work and life 
and differences in managerial 
and decision-making styles be¬ 
tween men and women; 

One of the biggest benefits 
of the program has been that 
mentors and proteges have 
shared advice and perspectives 
and feel comfortable using each 
other to test out new ideas. Ju¬ 
nior female managers also get 
exposure to top executives. This 
helps the executives who make 
promotion and succession deci¬ 
sions become familiar with 
them. The program has reduced 
the turnover rate of female 
managers by 25 percent so that 
it is now similar to the turnover 
rate for male managers. 

SOURCE: Based on T. Parker-Pope, "Inside 
P&G, a Pitch to Keep Women Employees," 
The Wall Street Journal (September 9, 1998), 
pp. B1, B6; D. Zielinski, "Mentonng Up," 
Training' April 2000, pp. 34-38. 
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promising employees, one male and one female, with identical skills. One issue that 
was raised through the case analysis was that men get evaluated based on their 
potential, women based on their performance. Discussion suggested that the male 
could be expected to grow into the position through mentoring and other types of 
development. The female was evaluated based on performance in her current posi¬ 
tion. Her potential was not considered; rather, her past performance indicated that 
she was good in her current job but didn't have the necessary skills to move into 
executive management. The workshop also focused on how work assignments were 
allocated. High-profile, high-revenue assignments were important for advancement 
in the company. Workshop discussion showed that women were passed over for 
these desirable assignments because of false assumptions that male partners made 
about what women wanted, such as no travel. Also, women tended to get assigned 
to projects that were in the nonprofit, health care, and retail sectors-important 
segments but not as visible as areas like manufacturing, financial services, or mergers 
and acquisitions. 

As a result of the workshops, Deloitte & Touche began discussing assignment de¬ 
cisions to make sure women had opportunities for highly visible assignments. Also, 
the company started formal career planning for both women and men. The company 
also sponsored networking events for women, where they had the opportunity to hear 
from successful women partners and meet other women at their level and higher in 
the company. 

To measure the effectiveness of the program, Deloitte & Touche offices were given 
a menu of goals that they could choose from as evaluation criteria, including recruit¬ 
ing more women and reducing turnover. The compensation and promotability of of¬ 
fice managers depended in part on their meeting these objectives. The company com¬ 
municated to top management results on turnover and promotion rates for each 
office. Low-performing offices were visited by top managers to facilitate more progress. 

Melting the glass ceiling takes time. Currently 14 percent of Deloitte & Touche's 
partners and directors are women, and women's and men's turnover rates are compa¬ 
rable. Reducing the turnover rate for women has saved the company an estimated 
$250 million in hiring and training costs. Deloitte is still striving to make sure that 
more women are partners and directors. In a global business world, one challenge is 
to extend the values of the initiative while respecting local cultural norms that might 
view women as less desirable employees or business partners. 


Succession 

planning 

The identification 
and tracking of 
high-potential 
employees capable 
of filling higher-level 
managerial 
positions. 


SuccessiQn Planning 

Many companies are losing sizable numbers of upper-level managers due to retirement 
and company restructurings that reduced the number of potential upper level- 
managers. They are finding that their middle managers are not ready to move into 
upper management positions due to skill weaknesses or lack of needed experience. 
This creates the need for succession planning. Succession planning refers to the 
process of identifying and tracking high-potential employees. Succession planning 
helps organizations in several different ways.7 6 It requires senior management to sys¬ 
tematically review leadership talent in the company. It assures that top-level mana¬ 
gerial talent is available. It provides a set of development experiences that managers 
must complete to be considered for top management positions; this avoids premature 
promotion of managers who are not ready for upper management ranks. Succession 
planning systems also help attract and retain managerial employees by providing 
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them with development opportunities that they can complete if upper management 
is a career goal for them. High-potential employees are those the company believes 
are capable of being successful in higher-level managerial positions such as general 
manager of a strategic business unit, functional director (such as director of market¬ 
ing), or chief executive officer (CEO).7? High-potential employees typically complete 
an individual development program that involves education, executive mentoring 
and coaching, and rotation through job assignments. Job assignments are based on 
the successful career paths of the managers whom the high-potential employees are 
being prepared to replace. High-potential employees may also receive special assign¬ 
ments, such as making presentations and serving on committees and task forces. 

Research suggests that the development of high-potential employees involves 
three stages.7 s A large pool of employees may initially be identified as high-potential 
employees, but the numbers are reduced over time because of turnover, poor per¬ 
formance, or a personal choice not to strive for a higher position. In stage 1, high- 
potential employees are selected. Those who have completed elite academic programs 
(like an MBA at Stanford) or who have been outstanding performers are identified. 
Psychological tests such as assessment centers may also be used. 

In stage 2, high-potential employees receive development experiences. Those who 
succeed are the ones who continue to demonstrate good performance. A willingness 
to make sacrifices for the company is also necessary (such as accepting new assign¬ 
ments or relocating to a different region). Good oral and written communication 
skills, an ease in interpersonal relationships, and a talent for leadership are critical. In 
what is known as a "tournament model” of job transitions, high-potential employees 
who meet their senior managers' expectations in this stage advance into the next 
stage of the process.7 9 Employees who do not meet the expectations are ineligible for 
higher-level managerial positions in the company. 

To reach stage 3, high-potential employees usually have to be seen by top man¬ 
agement as fitting into the company's culture and having the personality characteris¬ 
tics needed to successfully represent the company. These employees have the poten¬ 
tial to occupy the company's top positions. In stage 3, the CEO becomes actively 
involved in developing the employees, who are exposed to the company's key per¬ 
sonnel and are given a greater understanding of the company's culture. It is important 
to note that the development of high-potential employees is a slow process. Reach¬ 
ing stage 3 may take 15 to 20 years. 

American Express Financial Services recently wanted to grow and expand but re¬ 
alized that it didn't have the leaders to do SO.80 The company developed a process to 
forecast how many and what kinds of leaders it needs, assess the current employee tal¬ 
ent, and develop employees with managerial talent it had already identified. Because 
American Express Financial Services is rapidly growing, it relies on one- to two-year 
forecasts to find and develop people. Managers recommend talented employees to re¬ 
gional vice presidents. Regional and corporate vice presidents recommend these em¬ 
ployees into assessment programs designed to measure leadership and basic manage¬ 
rial skills. Employees receive personalized development plans designed to improve 
weaknesses in knowledge, skill, or experience. Their progress is monitored by top 
managers, who provide coaching if needed. 

Some companies' succession planning systems identify a small number of potenti~l 
managers for each position. Although this approach allows development activities to 
be targeted to a select few highly talented managers, it also limits the company's abil¬ 
ity to staff future managerial positions and may cause a "talent drain." That is, high- 


High-potential 

employees 

Employees the 
company believes 
are capable of being 
successful in high- 
level management 
positions. 
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potential employees who are not on the short list for managerial positions may leave 
the company. American Express's approach avoids this problem by identifying and 
creating a large number of qualified leaders, which helps build commitment to stay¬ 
ing with the company. 


Helping Managers with Dysfunctional Behaviors 

A number of studies have identified managerial behavior that can cause an otherwise 
competent manager to be a "toxic" or ineffective manager. Such behavior includes in¬ 
sensitivity to others, inability to be a team player, arrogance, poor conflict manage¬ 
ment skills, inability to meet business objectives, and inability to change or adapt dur¬ 
ing a transition. 8 ! For example, a skilled manager who is interpersonally abrasive, 
aggressive, and an autocratic leader may find it difficult to motivate subordinates, may 
alienate internal and external customers, and may have trouble getting ideas accepted 
by superiors. These managers are in jeopardy of losing their jobs and have little 
chance of future advancement because of the dysfunctional behavior. Typically, a 
combination of assessment, training, and counseling is used to help managers change 
the dysfunctional behavior. 

One example of a program designed specifically to help managers with dysfunc¬ 
tional behavior is the Individual Coaching for Effectiveness (ICE) program.82 Al¬ 
though such programs' effectiveness needs to be further investigated, research sug¬ 
gests that managers' participation in them improves skill and reduces likelihood of 
termination. 83 The ICE program includes diagnosis, coaching, and support activities, 
tailored to the manager's needs. Clinical, counseling, or industrial-organizational psy¬ 
chologists are involved in all phases of the ICE program. They conduct the diagno¬ 
sis, coach and counsel the manager, and develop action plans for implementing new 
skills on the job. 

The first step in the ICE program, diagnosis, involves collecting information about 
the manager's personality, skills, and interests. Interviews with the manager, his or her 
supervisor, and colleagues as well as psychological tests collect this information to de¬ 
termine whether the manager can actually change the dysfunctional behavior. For ex¬ 
ample, personality traits such as extreme defensiveness may make behavior change 
difficult. If it is determined that the manager can benefit from the program, then spe¬ 
cific developmental objectives are set. The manager and supervisor are typically in¬ 
volved in this process. 

The coaching phase of the program first involves presenting the manager with in¬ 
formation p.bout the targeted skills or behavior. This may include information about 
principles of effective communication or teamwork, tolerance of individual differ¬ 
ences in the workplace, or conducting effective meetings. The second step is for the 
manager to participate in behavior modeling training (discussed in Chapter 7). The 
manager also receives psychological counseling to overcome beliefs that may inhibit 
learning the desired behavior. 

The support phase of the program creates conditions to ensure that the manager 
can use the new behaviors and skills acquired in the ICE program on the job. The su¬ 
pervisor provides feedback to the manager and the psychologist about progress made 
in using the new skills and behavior. The psychologist and manager identify situa¬ 
tions in which the manager may tend to rely on dysfunctional behavior. The coach 
and manager also develop action plans that outline how the manager should try to 
use new behavior in daily work activities. 
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The chapter opener described First USA Bank's development program designed 
to help employees identify their career interests and develop them within the 
company. 


Questions 


1. How might job experiences be useful for helping employees develop? 

2. To be effective, what should a development plan include that an employee at 
First USA Bank might complete as part of the Opportunity Knocks program? 


Summ 



This chapter emphasized the various development meth¬ 
ods that companies use: formal education, assessment, job 
experiences, and interpersonal relationships. Most compa¬ 
nies use one or more of these approaches to develop em¬ 
ployees. Formal education involves enrolling employees in 
courses or seminars offered by the company or educational 
institutions. Assessment involves measuring the em¬ 
ployee’s performance, behavior, skills, or personality char¬ 
acteristics. Job experiences include job enlargement, ro¬ 
tating to a new job, promotions, or transfers. A more 
experienced, senior employee (a mentor) can help em¬ 


ployees better understand the company and gain exposure 
and visibility to key persons in the organization. Part of a 
manager’s job responsibility may be to coach employees. 
Regardless of the development approaches used, employ¬ 
ees should have a development plan to identify (1) the 
type of development needed, (2) development goals, (3) 
the best approach for development, and (4) whether de¬ 
velopment goals have been reached. For development 
plans to be effective, both the employee and the company 
have responsibilities that need to be completed. 


Discussion Questions 


1. How could assessment be used to create a productive 
work team? 

2. List and explain the characteristics of effective 360- 
degree feedback systems. 

3. Why do companies develop formal mentoring pro¬ 
grams? What are the potential benefits for the mentor? 
For the protege? 

4. Your boss is interested in hiring a consultant to help 
identify potential managers among current employees 
of a fast food restaurant. The manager’s job is to help 
wait on customers and prepare food during busy times, 
oversee all aspects of restaurant operations (including 
scheduling, maintenance, on-the-job training, and food 
purchase), and help motivate employees to provide 
high-quality service. The manager is also responsible for 
resolving disputes that might occur between employees. 
The position involves working under stress and coordi¬ 
nating several activities at one time. She asks you to 
outline the type of assessment program you believe 
would do the best job of identifying employees who will 
be successful managers. What will you tell her? 


5. Many employees are unwilling to relocate because they 
like their current community, and spouses and children 
prefer not to move. Yet employees need to develop new 
skills, strengthen skill weaknesses, and be exposed to 
new aspects of the business to prepare for management 
positions. How could an employee’s current job be 
changed to develop management skills? 

6. What is coaching? Is there one type of coaching? Ex¬ 
plain. 

7. Why are many managers reluctant to coach their em¬ 
ployees? 

8. Why should companies be interested in helping em¬ 
ployees plan their careers? What benefits can compa¬ 
nies gain? What are the risks? 

9. What are the manager’s roles in a career management 
system? Which role do you think is most difficult for 
the typical manager? Which is the easiest role? List the 
reasons why managers might resist involvement in ca¬ 
reer management. 
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Web Exercise 


Go to General Electric’s website at www.gecareers.com. 
Click on either “Entry-level” or “Master’s level” leadership 
programs. Several different leadership programs are avail¬ 
able. Choose one program and describe it (development 
activities, length, participants). What type of develop¬ 


ment activities are included in the program? Compare the 
development activities used in the entry-level and mas¬ 
ter’s level leadership programs. How are they similar? How 
are they different? Why might they be different? 


Managing People: From the Pages of BusinessWeek 


BusinessWeek 


Basic Training for CEOs 


Gary C. Wendt, prepare to be scared straight. On June 21, 
the Conseco Inc. (CNC) chief and 19 other recently 
crowned CEOs will subject themselves to a one-day im¬ 
mersion course administered by a parade of corporate crit¬ 
ics and longtime chief executives. Those instructors are 
convinced they might be the only thing standing between 
the newbie leaders and career disaster. Open only to CEOs 
who have held the post for less than three years, the 
course will be taught by professors from elite business 
schools, top professionals, and such executive suite veter¬ 
ans as Merck’s Raymond V. Gilmartin ( MRK ). Tyco In¬ 
ternational’s Dennis Kozlowski (TYC), and Larry Bossidy, 
former head of AlliedSignal. “It’s a boot camp for recently 
appointed CEOs,” quips Rajiv L. Gupta, CEO of Rohm & 
Haas since 1999, who leapt at the chance to enlist. 

To be sure, the CEO Academy is more than just a 
novel experiment in executive education—it may be the 
poshest, most expensive boot camp ever. The brainchild 
of an innovative CEO roundtable, the academy was con¬ 
ceived as a way for recently anointed CEOs to learn the 
perils of life in the corner office and for old-timers to dis¬ 
cuss the trials and tribulations of CEO life before a recep¬ 
tive audience. It will be held in the august Harold Pratt 
mansion on New York City’s Upper East Side. Tuition for 
the one-day course is a cool $10,000. But the lessons— 
dealing with the land mines that can bring an early end to 
a CEO’s career—will be just as biting as the bark of any 
drill sergeant. 

Newly minted CEOs expecting a lovefest are in for a 
rude awakening. The session on shareholder relations will 
be led in part by Nell Minow, a corporate governance ag¬ 
itator who has helped build bonfires under boards reluc¬ 
tant to deal with poor-performing CEOs. “My goal is to 
teach them what they need to do to avoid hearing from 
people like me in real life,” says Minow, who will urge the 
CEOs to adopt performance-based pay plans, preferred by 
shareholders. Says Minow, “If they are responsive [to 
shareholders] in good times, they will have a better 
chance of keeping them on their side in a downturn.” 

If Minow’s lecture reminds the new CEOs of one set of 
bosses, the presentation by superlawyer Ira M. Millstein, 


the dean of corporate governance, will urge them to pay 
heed to another: their board members. Millstein believes 
most new CEOs “would be just as happy not to have a 
board at all,” and give it a low priority. To snap them out 
of that delusion, he’ll warn: “There is nothing more im¬ 
portant than getting to know the people who can fire you.” 

But the highlight of the CEO Academy will no doubt 
occur when veteran CEOs are asked to share their experi¬ 
ences. G. Richard Thoman, who was fired as Xerox Corp. 
(XRX) CEO last May, will talk about the lessons he 
learned at both Xerox and IBM. Gilmartin, an outsider 
who reinvigorated Merck & Co., will discuss the special 
challenges facing CEOs who are brought in from the out¬ 
side. And in an era when more than half of all mergers 
founder—often bringing down the CEOs who attempted 
them—Tyco’s Kozlowski will discuss “the dark side of ac¬ 
quisitions.” His advice to the rookie CEOs: once a deal 
closes, “you have a very short window to create change, so 
speed is of the essence.” 

Most of the “students” can’t wait to get started. “We’re 
most able to learn when we’re new in a job,” says Amgen 
Inc. (AMGN) CEO Kevin W. Sharer, who got the top job 
a year ago and expects to benefit from people like Bossidy 
who have years of experience heading complex organiza¬ 
tions. For Conseco’s Wendt, who also has been at the 
helm for a year, the academy is “a chance to think outside 
of the box that you find yourself in as a leader of a busi¬ 
ness.” Even Gilmartin, who long ago joined the ranks of 
proven CEOs, says he’s looking forward to “the opportu¬ 
nity to listen to others talk about their experiences.” 

And that, say the group’s founders, is the whole point. 
The CEO Academy is the creation of the M&A Group 
Inc., a CEO club formed in 1999 as a forum to discuss and 
facilitate mergers and acquisitions among members. The 
group has since evolved into something more: an arena 
that gives the reigning kings of corporate America “an op¬ 
portunity to talk about the things that keep them awake 
at night,” says cofounder Dennis C. Carey, a partner at 
headhunter SpencerStuart Inc. The group has grown to 60 
members, including such influential CEOs as Dell Com¬ 
puter’s Michael S. Dell ( DELL ) and AT&T’s C. Michael 
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Armstrong (T). They quickly realized new CEOs needed 
help getting their bearings. 

The reason? Although these industry titans get paid a 
king’s ransom whether they succeed or fail, job security is 
a thing of the past. “This is a high-risk job,” says Koz- 
lowski, the M&A Group’s chairman. “Our ranks [turn 
over] about 20 percent every year.” And with the honey¬ 
moon period growing ever shorter, new CEOs have little 
time to get up to speed. Moreover, “many new CEOs have 
had limited experience in running a board, or in dealing 
with Wall Street, the business press, and shareholders,” 
says Carey. That’s why he recruited CEOs as instructors. “I 
wish I’d had [the chance to attend] a forum like this when 
I became CEO,” says Kozlowski. 

Of course, the ultimate test of any boot camp is whether 
it reduces the casualty rate among participants. It will take 


years to measure the effectiveness of the academy, which 
the M&A Group hopes to host annually. But with more 
CEOs crashing and burning, it sounds like a step in the 
right direction. 

Questions 

1. What recommendations would you have for identify¬ 
ing and preparing managers for CEO positions? Make 
sure you indicate the development approach(es) you 
would use as well as the succession planning process. 

2. What actions should companies take to ensure that 
women and minority managers have access to develop¬ 
ment opportunities needed to reach upper levels of 
management? 

SOURCE: Reprinted from June 11, 2001 issue of BusinessWeek by special 
permission. Copyright © 2001 by The McGraw-Hill Companies, Inc. 
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Objectives 

After reading this chapter, you should be able to: 


1. Distinguish 
between 
involuntary and 
voluntary turnover, 
and discuss how 
each of these 
forms of turnover 
can be leveraged 
for competitive 
advantage. 


2 . List the major 
elements that 
contribute to 
perceptions of 
justice and how to 
apply these in 
organizational 
contexts involving 
discipline and 
dismissal. 


3 . Specify the 
relationship 
between job 
satisfaction and 
various forms of 
job withdrawal, 
and identify the 
major sources of 
job satisfaction in 
work contexts. 


4 . Design a survey 
feedback 
intervention 
program and use 
this to promote 
retention of key 
organizational 
personnel. 














The turnover rate in security 
personnel in airports is 
extremely high. What could 
officials do to help these 
employees feel more secure in 
their jobs, increase their 
satisfaction, and reduce 
turnover? 



Feeling 
Insecure 
about Airline 
Security 

Becoming an expert in 
any field takes some 
degree of training and 
on-the-job experience. 
When working as part 
of a team, it also takes 
some time to learn 
about the strengths 
and weaknesses of 
one's team members 
so that a unit can oper¬ 
ate like a well-oiled 
machine. For this rea¬ 
son, turnover in just 
one position can dras¬ 
tically reduce the 
effectiveness of work 
units. However, imag¬ 
ine the case where the 
entire work unit 


changes every four 
months! 

Although it may 
seem hard to believe, 
this was the turnover 
rate at the security 
checkpoints at Logan 
International Airport in 
September 2001, when 
two planes were hi¬ 
jacked and used as 
guided missiles in the 
attacks on the World 
Trade Center. And Lo¬ 
gan was not even the 
worst airport in this re¬ 
gard. The turnover 
rates at both St. Louis 
and Atlanta were over 
400 percent—meaning 
that the entire crew 
turned over every 
three months. Given 
the lack of experience 
that workers in these 
positions had on the 
job, as well as their 
lack of experience 
working together, it is 


not at all surprising 
that performance of 
these work units was 
abysmal. In fact, as 
Max Cleland, chairman 
of the Senate Armed 
Services Subcommittee 
on Personnel, noted, 
"This was our front 
line, and what we 
found is we didn't have 
security, we had a 
sieve." 

A number of factors 
explain the incredibly 
high turnover rates in 
these jobs. First, the 
job is low in pay. Most 
airport security person¬ 
nel make less than $6 
an hour, well below the 
rate of even those who 
work in the airport's 
fast food restaurants. 
Second, these are 
dead-end jobs. There 
is no career progres¬ 
sion that would lead 
the incumbent to think 


that if he or she 
worked hard and stuck 
with it, he or she could 
climb into some mana¬ 
gerial position. Third, 
the work itself is boring 
and monotonous. In 
addition, it is per¬ 
formed in a context of 
resentment, where hur¬ 
ried passengers look 
down on the security 
personnel who are per¬ 
ceived as being be¬ 
neath those they are 
trying to serve. Finally, 
there is very little job 
security. A person can 
be fired for a single 
mistake, and the notion 
that a quality job is de¬ 
manded is undermined 
by airline pressure to 
keep people moving 
during peak departure 
periods. 

The airlines, which 
are currently responsi¬ 
ble for security, blame 
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this situation on the dustry is concerned, 
economics of the in- "Security is No. 1 in a 
dustry, where costs series of confidence- 

need to be kept low in building measures that 
order to maintain prof- will bring people back 
itability. However, most to fly." 
airlines need to fill 65 Many of the security 

percent of cabin ca- measures that are be- 
pacity to clear a profit, ing considered will be 
and even two months imported from Europe 
after the terrorist at- and Israel, which have 
tacks, fear of flying far better records than 

kept the capacity lev- the United States in 
els below 35 percent, this area. There, airline 
putting even greater fi- security screening is 
nancial pressure on the treated as a police 
carriers. As Cleland function, and the pay, 
notes, as far as the in- training, and benefits 


are all much higher source: m. Fish, "Airport 

than what is seen in Securit y ; A S y stem Driven the 

the United States. Minimum Wage," CNN.com 

Moreover, a close (October 31,2001), pp. 1-5; M. 

emotional attachment Fish ' " Man y warnings over 
between the security Security Preceded Terrorist 
personnel and the air- Attacks -" CNN.com (November 
lines, many of which T 2001 ), pp. 1-3; s. Candiotti, 
are nationalized, makes " FBI Arrests Man WhoTried t0 
this work seem like a Board Fli 9 ht Armed with 
patriotic duty. This Knives '" CNN.com (November 5, 

type of emotional at- 2001), pp. 1 —2; M. Fish, Outside 

tachment never devel- the U- s - a Different Approach to 
ops in the revolving Air Security," CNN.com 

door that serves as the (November 1, 2001), pp. 1-2. 
context for airline se¬ 
curity work in the 
United States. 


Introduction 

Every executive recognizes the need for satisfied, loyal customers. If the firm is pub¬ 
licly held, it is also safe to assume that every executive appreciates the need to have 
satisfied, loyal investors. Customers and investors provide the financial resources that 
allow the organization to survive. Not every executive understands the need to gen¬ 
erate satisfaction and loyalty among employees, however. Yet, retention rates among 
employees are related to retention rates among both customers 1 and investors. 2 Fur¬ 
thermore, as is made clear both by our opening story about airline security and by 
more systematic research, job satisfaction and retention are related to organizational 
performance. 3 Firms that fail to secure a loyal base of workers constantly place an in¬ 
experienced group of noncohesive units on the front lines of their organization, much 
to their own detriment. 4 This is especially the case in service industries, where con¬ 
fused and disgruntled workers often create large numbers of dissatisfied customers. 5 
With the .turnover rate at its highest point in 20 years, it is clear that many execu¬ 
tives have been slow to pick up on the relationship between retention and organiza¬ 
tional performance. 6 Thus, this provides yet another area where one organization can 
gain competitive advantage over another. 

In addition to holding onto key personnel, another hallmark of successful firms is 
their ability and willingness to dismiss employees who are engaging in counterpro¬ 
ductive behavior. Indeed, it is somewhat ironic that one of the keys to retaining pro¬ 
ductive employees is ensuring that these people are not being made miserable by su¬ 
pervisors or coworkers who are engaging in unproductive, disruptive, or dangerous 
behavior. For example, as we noted in Chapter 8, more^ companies are turning to 
“rank and yank” systems, where all employees are listed on performance from top to 
bottom, and then the bottom 5-10 percent are dismissed. 7 Former Chairman of Gen¬ 
eral Electric Jack Welch has noted that “while the top and middle performers some¬ 
times trade places, the bottom 10 percent, in our experience, tend to stay there, and 
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delaying the inevitable in their case is a form of cruelty.” 8 Welch believes strongly 
that culling the bottom of the organization like this makes room for new members 
and helps maintain the company’s vitality. 

Thus, to compete effectively, organizations must take steps to ensure that good per¬ 
formers are motivated to stay with the organization, whereas chronically low perform¬ 
ers are allowed, encouraged, or, if necessary, forced to leave. Retaining top performers 
is not always easy, however. Recent developments have made this more difficult than 
ever. For example, the rash of layoffs and downsizings of the early and mid-1990s has 
reduced company loyalty. Couple this general attitude of mistrust with the tight labor 
markets characterizing the late 1990s, and we have a workforce that is both willing and 
able to leave on a moment’s notice. Similarly, the increased willingness of people to 
sue their employer, combined with an unprecedented level of violence in the work¬ 
place, has made discharging employees legally complicated and personally dangerous. 

The purpose of this chapter (the last in Part III of this book) is to focus on em¬ 
ployee separation and retention. The material presented in Part Ill’s previous two 
chapters (“Performance Management” and “Employee Development”) can be used to 
help establish who are the current effective performers as well as who is likely to re¬ 
spond well to future developmental opportunities. This chapter completes Part III by 
discussing what can be done to retain high-performing employees who warrant fur¬ 
ther development as well as managing the separation process for low-performing em¬ 
ployees who have not responded well to developmental opportunities. 

Since much of what needs to be done to retain employees involves compensation 
and benefits, this chapter also serves as a bridge to Part IV, which addresses these is¬ 
sues in more detail. The chapter is divided in two sections. The first examines invol¬ 
untary turnover, that is, turnover initiated by the organization (often among people 
who would prefer to stay). The second deals with voluntary turnover, that is, turn¬ 
over initiated by employees (often whom the company would prefer to keep). Al¬ 
though both types of turnover reflect employee separation, they are clearly different 
phenomena that need to be examined separately. 9 


Involuntary 

turnover 

Turnover initiated by 
the organization 
(often among 
people who would 
prefer to stay). 


Managing Involuntary Turnover 

Despite a company’s best efforts in the area of personnel selection, training, and design 
of compensation systems, some employees will occasionally fail to meet performance 
requirements or will violate company policies while on the job. When this happens, 
organizations need to invoke a.discipline program that could ultimately lead to the in¬ 
dividual’s discharge. For a number of reasons, discharging employees can be a very dif¬ 
ficult task that needs to be handled with the utmost care and attention to detail. 

First, there are legal aspects to this decision that can have important repercussions 
for the organization. Historically, in the absence of a specified contract, either the em¬ 
ployer or the employee could sever the employment relationship at any time. The sev¬ 
ering of this relationship could be for “good cause,” “no cause,” or even “bad cause.” 
Over time, this policy has been referred to as the employment-at-will doctrine. This 
employment-at-will doctrine has eroded significantly over time, however. Today em¬ 
ployees who are fired sometimes sue their employers for wrongful discharge. Some 
judges have been willing to consider employees who meet certain criteria regarding 
longevity, promotions, raises, and favorable past performance reviews as having an 
implied contract to dismissal only for good cause—even in the face of direct language 
in the company handbook that states an employment-at-will relationship. 10 


Voluntary turnover 

Turnover initiated by 
employees (often 
whom the company 
would prefer to 
keep). 


Employment-at-will 

doctrine 

The doctrine that, in 
the absence of a 
specific contract, 
either an employer 
or employee could 
sever the 
employment 
relationship at any 
time. 
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A wrongful discharge suit typically attempts to establish that the discharge either 

(1) violated an implied contract or covenant (that is, the employer acted unfairly) or 

(2) violated public policy (that is, the employee was terminated because he or she re¬ 
fused to do something illegal, unethical, or unsafe). Courts have been quite willing to 
listen to such cases, and employees win settlements over 70 percent of the time. The 
average award is more than $500,000, and the cost for mounting a defense can be any¬ 
where from $50,000 to $250,000. 11 Thus there is great financial risk associated with 
any termination decision. 

In addition to the financial risks associated with a dismissal, there are issues related 
to personal safety. Although the fact that some former employees use the court sys¬ 
tem to get back at their former employers may be distressing, even more problematic 
are employees who respond to a termination decision with violence directed at the 
employer. Violence in the workplace has become a major organizational problem. 
Workplace homicide is the fastest-growing form of murder in the United States-es- 
pecially for women, for whom homicide is the leading cause of death in the work¬ 
place. 12 Although any number of organizational actions or decisions may incite vio¬ 
lence among employees, the "nothing else to lose” aspect of employee dismissal cases 
makes for a dangerous situation. 

Given the critical financial and personal risks associated with employee dismissal, 
it is easy to see why the development of a standardized, systematic approach to disci¬ 
pline and discharge is critical to all organizations. These decisions should not be left 
solely to the discretion of individual managers or supervisors. In the next section we 
explore aspects of an effective discipline and discharge policy. 


Outcome fairness 

The judgment that 
people make with 
respect to the 
outcomes received 
relative to the 
outcomes received 
by other people 
with whom they 
identify. 

Procedural justice 

A concept of justice 
focusing on the 
methods used to 
determine the 
outcomes received. 


Principles of Justice 

In Chapter 8 ("Performance Management") we touched on the notion of justice, par¬ 
ticularly as this relates to the notions of outcome justice, procedural justice, and in¬ 
teractional justice. There we noted that employees are more likely to respond posi¬ 
tively to negative feedback regarding their performance if they perceive the appraisal 
process as being fair on these three dimensions. Obviously, if fairness is important 
with respect to ongoing feedback, this is even more critical in the context of a final 
termination decision. Therefore, we will explore the three types of fairness percep¬ 
tions in greater detail here, with an emphasis on how these need to be operational¬ 

ized in effective discipline and discharge policies. 13 Indeed, a thorough understanding 
of these justice principles will make it clear why many organizations have enacted 
various policies regarding progressive discipline. Employee Assistance Programs 
(EAPs), alternative dispute resolution, and outplacement. 

As we noted earlier in Chapter 8, outcome fairness refers to the judgment that 
people make with respect to the outcomes received relative to the outcomes received 

by other people with whom they identify (referent others). Clearly, a situation where 

one person is losing his or her job while others are not is conducive to perceptions of 
outcome unfairness on the part of the discharged employee. The degree to which this 
potentially unfair act translates into the type of anger and resentment that might 
spawn retaliation in the form of violence or litigation, however, depends on percep¬ 
tions of procedural and interactional justice. 14 , 

Whereas outcome justice focuses on the ends, procedural and interactional justice 
focus on means. If methods and procedures used to arrive at and implement decisions 
that impact the employee negatively are seen as fair, the reaction is likely to be much 
more positive than if this is not the case. Procedural justice focuses specifically on the 
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(1) Consistency. The procedures are applied consistently across time and other 
persons. 

(2) Bias Suppression. The jltoeedufes are applied by a person who has no vested 
interest in the outcoffiif^hd prior prejudices regarding'-riteih^WkiiSilj' 

(3) Information accuracy. The procedure is based on information that is 
perceived to be true. 

(4) Correctabfty. The has built-in safeguards that allow on 

mistakes or bad decisions. 

(5) Representativeness. The procedure is informed by the concerns of all groups 
or stakeholders (coworkers, customers, owners) affected by the decision, 
including the individual being dismissed. 

(6) Ethicaltty. The consistent with prevailing moral standards as they f 

pertain to issues t^fpibidn of privacy or deception. 


TABLE 10.1 

Six Determinants of 

Procedural Justice 


(1) Explanation. Emphasize aspects of procedural fairness that justify the decision. 

(2) Social person with dignity and respect 

(3) Consideration. Listen to the person's concerns. 

(4) Empathy. person's feelings. 


TABLE 10.2 

Four Determinants 
of Interactional 
Justice 


methods used to determine the outcomes received. Table 10.1 details six key principles that 
determine whether people perceive procedures as being fair. Even given all the nega¬ 
tive ramifications of being dismissed from one's job, the person being dismissed may ac¬ 
cept the decision with minimum anger if the procedures used to arrive at the decision 
are consistent, unbiased, accurate, correctable, representative, and ethical. 

Whereas procedural justice deals with how a decision was made, interactional jus¬ 
tice refers to the interpersonal nature of how the outcomes were implemented. Table 10.2 
lists the four key determinants of interactional justice. When the decision is ex¬ 
plained well and implemented in a fashion that is socially sensitive, considerate, and 
empathetic, this helps defuse some of the resentment that might come about from a 
decision to discharge an employee. As the "Competing by Meeting Stakeholders' 
Needs" box on page 423 indicates, many recent layoff decisions have not been ad¬ 
ministered with this type of s~nsitivity. 


Interactional justice 

A concept of justice 
referring to the 
interpersonal nature 
of how the 
outcomes were 
implemented. 


Finding and Keeping the Best Employees 

Employees are more likely to see discipline as procedurally just when the rules by 
which they will be evaluated are laid out clearly in advance. For example, PPG In¬ 
dustries, a Pennsylvania-based manufacturer employing over 35,000 employees, uses 
a system called SMART Goals to create clear expectations for its workforce. SMART 
stands for "Specific, Measurable, Agreed upon. Realistic, and Time-bound," and these 
types of goals have replaced more generic self-improvement goals that used to char¬ 
acterize PPG's performance evaluation system. 

Before the SMART Goals system was in place, a common goal for a manag~r might 
have been to "boost sales over the next year." That same goal in the SMART Goals 
system might be translated into "develop, by September 30th, three new customers in 
the Southeast Region with annual sales volume of 100,000." If over several iterations 
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an employee consistently fails to meet these goals, the failure is clear in the eyes of 
both the manager and the employee. Any disciplinary action based on failing to meet 
these goals is likely to be seen as high in procedural justice and thus is more likely to 
be seen as fair by both the employee and his or her colleagues. 

SOURCE:S. Scherreik, "Your Performance Review: Make It Perform," BusinessWeek (December 17, 
2001), pp. 139-40. 


Alternative dispute 
resolution (ADR) 

A method of 
resolving disputes 
that does not rely 
on the legal system. 
Often proceeds 
through the four 
stages of open door 
policy, peer review, 
mediation, and 
arbitration. 


Progressive Discipline 

Except in the most extreme cases, employees should generally not be terminated for 
a first offense. Rather, termination should come about at the end of a systematic dis¬ 
cipline program. Effective discipline programs have two central components: docu¬ 
mentation (which includes specific publication of work rules and job descriptions that 
should be in place prior to administering discipline) and progressive punitive meas¬ 
ures. Thus, as shown in Table 10.3, punitive measures should be taken in steps of in¬ 
creasing magnitude, and only after having been clearly documented. This may start 
with an unofficial warning for the first offense, followed by a written reprimand for 
additional offenses. At some point, later offenses may lead to a temporary suspension. 
Before a company suspends an employee, it may even want to issue a "last chance no¬ 
tification," indicating that the next offense will result in termination. Such proce¬ 
dures may seem exasperatingly slow, and they may fail to meet one's emotional need 
for quick and satisfying retribution. In the end. however, when problem employees 
are discharged, the chance that they can prove they were discharged for poor cause 
has been minimized. 


Alternative Dispute Resolution 

At various points in the discipline process, the individual or the organization might 
want to bring in outside parties to help resolve discrepancies or conflicts. As a last re¬ 
sort, the individual might invoke the legal system to resolve these types of conflicts, 
but in order to avoid this, more and more companies are turning to alternative dis¬ 
pute resolution (ADR) techniques that show promise in resolving disputes in a 
timely, constructive, cost-effective manner. 

Alternative dispute resolution can take on many different forms, but in general, 
ADR proceeds through the four stages shown in Table IOA. Each stage reflects a 


TABLE 10.3 
An Example of a 
Progressive 
Discipline Program 


OFFENSE 

FREQUENCY 

ORGANIZATIONAL RESPONSE 

DOCUMENTATION 


M offense 

Unofficial verbal warning 

Wlthess present : :l 

Second offense 

Official written warning 

Document filed 


Second official warning, with threat ’? 

Fourth offense 

Temporary suspension and "last 

Document filed 


chance notification" 






Executing Layoff Decisions: 
Striking a Balance 


COMPETING 
BY MEETING 
STAKEHOLDERS' 
NEEDS 


The 1990s witnessed an un¬ 
precedented expansion of the 
U.S. economy where many em¬ 
ployers were fighting for every 
employee they could get their 
hands on. In 2001, when the 
economy started to contract 
and some employers needed to 
cut costs through layoffs, many 
employers seemed to have to¬ 
tally forgotten how to conduct 
a layoff. 

For example, one morning in 
May, 5,000 employees at Ina¬ 
Com were told to call an 800 
number. The telephone then 
connected them to a prere¬ 
corded message that told them 
they were off work, effective im- 
mediately. Although this tactic 
may seem a little cold, at least 
Inacom workers got into the 
building before being told the 
bad news. Workers at Chrysler 
learned they were laid off when 
■they arrived at the plant en¬ 
trance gates, only to find that 
their ID badges no longer 
opened the security gates. Al¬ 
though this must have been a 
■surprise, at least these workers 
got out of their houses. When 
;Amazon.com announced its job 
:cuts in January 2000, it sent 
-e-mails to people's homes 
■telling them they did not need 
to report to work anymore. 

Clearly, few tasks can be 
■more unpleasant than having to 


tell an employee that he or she 
is out of work, and it is easy to 
understand why managers and 
HR professionals might rather 
hide under the desks when 
such news is being relayed 
rather than confronting the vic¬ 
tim face-to-face. Moreover, it is 
also dangerous to allow em¬ 
ployees who know they have 
been laid off free access to 
their ex-organization. For exam¬ 
ple, one systems administrator 
at a New York hospital en¬ 
crypted patient files once she 
learned she would be laid off. 
She then offered to "fix" the 
problem in exchange for a cash 
payout and a no-prosecution 
agreement which the hospital 
was forced to accept. Disgrun¬ 
tled employees have also been 
known to sue their employers 
or act out with violence, thus 
further motivating employers to 
"keep their distance" from the 
victims. 

When conducting a layoff, it 
is critical to balance the security 
needs of the organization's cus¬ 
tomers and investors, on the 
one hand, with the needs of 
former and future employees 
on the other. In terms of proce¬ 
dural justice, as noted by 
Jeffrey Schmidt, managing di¬ 
rector ofTowers Perrin, 

" Employees are stakeholders, 
and you have to make the same 


justification to them that you do 
to investors." That is, employ¬ 
ees have to be given a clear 
answer to the question "why 
me, why now." The employees 
need to see this as a critical 
business necessity and not a 
personal attack on the quality 
or quantity of their work. In 
terms of interactive justice, the 
news should be delivered with 
compassion and understanding 
by someone who has worked 
closely with the employee- 
such as a direct supeNisor. 
SupeNisors may need to be 
trained and accompanied by an 
HR specialist in case any ques¬ 
tions that are beyond the 
supeNisor’s scope arise; but it 
is not a good idea to have the 
news delivered by someone 
who is, in the employee's per¬ 
spective, an unknown 
bureaucrat from headquarters. 

As one manager has stated, if 
people feel like the company 
dealt with them in a respectful 
and appropriate way, they are 
not going to have the type of 
personal animosity that makes 
them want to go out and con¬ 
tact a lawyer-or worse. 

SOURCE: D. Spencer, "Soothing the Sting:' 
Human Resource Executive (June 1, 2001), 
pp. 30-34; M. Conlin, "Revenge of the 
Downsized Nerds:' BusinessWeek (July 30, 
2001), p. 40; M. Boyle, "The Not-50-Fine Art 
of the Layoff," Fortune (March 19,2001), pp. 
209-10. 
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TABLE 10.4 

Stages in Alternative 
Dispute Resolution 


Stage 1: Open door policy 

The two people in conflict (e.g., supervisor and subordinate) attempt to arrive at a 
settlement together. If none can be reached, they proceed to 

Stage 2$'Peer review 

A panel composed of re 
level of those people in the dispute •hears the case an&attempts to help the 
parties arrive at a settlement. If none ian be reached, they proceed to 

Stage 3: Mediation 

A neutral third party from outside the organization hears the case and, via a 
nonbinding process, tries to help the disputants arrive at a settlement. If none can 
be reached, the parties proceed to 

Stage 4s Arbitration , .--/v,.r iv.- 

A professional arbitrator from outside the organization hears the case and resolves 
it unilaterally by rendering a. specie decision or award. Most arbitrators are 
experienced employment attorneys or retired judges. 


i the organization that are at the same 


Employee 
assistance 
programs (EAPs) 

Employer programs 
that attempt to 
ameliorate problems 
encountered by 
workers who are 
drug dependent, 
alcoholic, or 
psychologically 
troubled. 


somewhat broader involvement of different people, and the hope is that the conflict 
will be resolved at earlier steps. However, the last step may include binding arbitra¬ 
tion, where an agreed upon neutral party resolves the conflict unilaterally if necessary. 

Experience shows that ADR can be highly effective in terms of cost and time sav¬ 
ings. For example, over a four-year period, one large company, Houston-based Brown 
and Root, found that legal fees dropped 90 percent after instituting ADR. Indeed, of 
the 2,000 disputes initiated by employees at that time, only 30 ever reached the bind¬ 
ing arbitration stage. The cost savings are so large in some cases that employers-try- 
ing to convince skeptical employees to use the system-even provide financial assis¬ 
tance to hire attorneys. For example, Philip Morris provides aggrieved employees with 
up to $3,500 in financial assistance to help them prepare their case. In this way they 
assure the employees that their rights are being respected and that they are getting a 
fair hearing in the process. IS However, as the "Competing through High- Performance 
Work Systems” box shows, organizations that mandate arbitration have come under 
intense scrutiny. 

Whereas ADR is effective in dealing with problems related to performance and in¬ 
terpersonal differences in the workplace, many of the problems that lead an organi¬ 
zation to want to terminate an individual's employment relate to drug or alcohol 
abuse. In these cases, the organization's discipline and dismissal program should also 
incorporate an employee assistance program. Due to the increased prevalence of 
EAPs in organizations, we describe them in detail here. 


Employee Assistance Programs 

Drug and alcohol abuse have been estimated to cost U.S. companies nearly $100 bil¬ 
lion a year in lost productivity.I 6 Although health care costs in general have risen 
sharply, treatment costs for mental and chemical dependency disorders appear to be 
rising even faster,17To lower these costs and to help get unproductive employees back 
on track, many employers are turning to EAPs. 

An EAP is a referral service that supervisors or employees can use to seek pro¬ 
fessional treatment for various problems. EAPs began in the 1950s with a focus on 




COMPETING 

THROUGH 

HIGH- 

PERFORMANCE 
WORK SYSTEMS 


Mandatory Arbitration: 
Constitutional Implications 
of Just-in-Tfne Justice 


Like many necent graclyates just who are managed by outside . with brokerage firm; 

out of business school, Mary providers such as Resolute Sys-r of 97 cases initiated 

Cremin was so excited about terns Inc., JAMS/Endispute, and bers of the New Yor 

; joining a firm—here Merrill , the American Arbitration Asso- Exchange between 
Lynch, Pierce, Fenner and Smith ciation. The disputants can do 1997. 

Inc.—-that she failed to carefully computer searches of potential . Prompted by this 
read up on all the company's mediators or arbitrators with cases at the U-S. Cc 

; employment policies. When her various types of experience or peais level, on Marc 

employment was terminated in .expertise and then, when a . the U.S. Supreme C 

BB 995 for what she perceived to "neutral" person acceptable to to hear a case brou; 

discriminatory reason (hav- both parties is found, have their South Carolina long 

hildren), she tried to sue case heard outside a normal trying to break free 

mployer but was surprised courtroom. Compared to the player's mandatory. 

; to learn that she was precluded average time to have a civil program with respe< 

'from doing so by Merrill Lynch's case heard by a judge and per- ability claim. If the c 

|rnandatory arbitration policy haps jury (2.5 years), ADR against the compan 

-.Stating that "I didn't know I programs are quick and less would sharply limit 1 

Ifigned away my constitutional costly to invoke. , such, policies. Many 

f l ights/'Cremin is now the lead Moreover, in 1991,. AQ^'p^o- seeing the writing o 


in 93 out 
by mem- 


oyment in which 
s agreed to follow 
bitration proce- 
intefyening years, 
rong backlash 
latory arbitration 
ning force across 
: or example, a fed- 
Boston refused to 
Lynch's policy in a 
ation suit by a bro- 
ie Cremin case 
>e arbitrators sided 


1998, Smith Barney agreed to 
scale back its mandatory arbi¬ 
tration policy and instead rely 
rriore heavily on ADR program 
that end in mediation or volun 
tary (rather than mandatory) 
arbitration. 

i- 

SOURCE: D. Weimer, "Force into Arbitratio 
Not Any More," BusinessWeek (Matcl) 16, 
1998), pp. 31-35; M. Lee,;“SesY&in 
Court—or Mediation," BusinessWeek 
(October 12, 1998), pp. 34-1*6. 


treating alcoholism, but in the 1980s they expanded into drug treatment as well. EAPs 
continue to evolve, and many are now fully integrated into companies’ overall health 
benefits plans, serving as gatekeepers for health care utilization—especially for mental 
health. 18 For example, when the Campbell Soup Company incorporated mental 
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health treatment into its EAP, claims costs associated with psychiatrists decreased 28 
percent in a single year. 19 This kind of program is frequently referred to as a car\’e-out 
plan. In carve-out plans, mental health and chemical dependency benefits are provided 
by a single vendor that has responsibility for all of the company's health benefits. 

EAPs vary widely, but most share some basic elements. First, the programs are usu¬ 
ally identified in official documents published by the employer (such as employee 
handbooks). Supervisors (and union representatives, where relevant) are trained to 
use the referral service for employees whom they suspect of having health-related 
problems. Employees are also trained to use the system to make self-referrals when 
necessary. Finally, costs and benefits of the programs (as measured in positive em¬ 
ployee outcomes such as return-to-work rates) are evaluated, typically annually. 

Given EAPs' wide range of options and evolving nature, we need to constantly an¬ 
alyze their effectiveness. For example, there is a current debate about the desirability 
of costly, intensive, inpatient alcoholism and substance abuse services over less costly 
outpatient care. Some fear that the lower initial costs of outpatient treatment might 
be offset by higher long-term costs because of relapse or other forms of failure. To set¬ 
tle this question. General Electric performed an experiment at its plant in Lynn, 
Massachusetts. To evaluate the relative effectiveness of three possible treatment 
courses, GE researchers assessed the experiences of 227 workers who were randomly 
assigned to one of the three treatments: (1) compulsory hospitalization followed by 
participation in Alcoholics Anonymous (AA), (2) compulsory AA without hospital¬ 
ization, or (3) the employee's choice of treatments (1) or (2). 

The results of this study indicated that after two years, workers who received hos¬ 
pital care fared the best despite the fact that this option was chosen less often by the 
employees themselves.z° A study of drug dependency has shown comparable results. 21 
The message from these studies is clear: although both employers (for cost reasons) 
and employees (for convenience reasons) may be attracted to short-term, low-cost 
treatments, everyone might be better served by focusing on long-term costs and well¬ 
being. 


Outplacement 

counseling 

Counseling to help 
displaced 

employees manage 
the transition from 
one job to another. 


Outplacement Counseling 

The terminal nature of an employee discharge not only leaves the person angry, it also 
leads to confusion as to how to react and in a quandary regarding what happens next. 
If the person feels there is nothing to lose and nowhere else to turn, the potential for 
violence or litigation is higher than most organizations are willing to tolerate. There¬ 
fore, many, organizations provide outplacement counseling, which tries to help dis¬ 
missed employees manage the transition from one job to another. 

Some organizations have their own in-house staff for conducting this counseling. 
In other companies, outside consultants are kept on a retainer basis to help with in¬ 
dividual cases. Regardless, goals of outplacement programs are to help the former em¬ 
ployee deal with the psychological issues associated with losing one's job (grief, de¬ 
pression, fear) while at the same time helping him or her find new employment. 

Outplacement counseling is aimed at helping people realize that losing a job is not 
the end of the world and that other opportunities exist. Indeed, for many people, los¬ 
ing a job can be a critical learning experience that plants the seed for future success. 
For example, when John Morgridge was fired from his job as branch manager at Hon¬ 
eywell 20 years ago, it made him realize that his own assertiveness and need for inde¬ 
pendence were never going to cut it in a large, bureaucratic institution like Honey- 
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well. Morgridge took his skills and went on to build computer network maker Cisco 
Systems, which is now worth over $1 billion .-~ 

This is a success story for Morgridge, but the fact that a major corporation like 
Honeywell let his talent go certainly reflects a lost opportunity for the company. Re¬ 
taining people who can make such contributions is a key to gaining and maintaining 
competitive advantage. The second half of this chapter is devoted to issues related to 
retention . 


••• Managing Voluntary Turnover 

In the story that opened this chapter, we showed how many of the problems associ¬ 
ated with the poor performance of security screeners at major airports can be directly 
attributable to high rates of employee turnover. This is true in all organizations, and 
hence it is imperative for organizations to try to minimize voluntary turnover-espe- 
cially among high-performing job incumbents.23 

In this section of the chapter, we examine the job withdrawal process that charac¬ 
terizes voluntary employee turnover, and we illustrate the central role that job satis¬ 
faction plays in this process. We also discuss what aspects of job satisfaction seem 
most critical to retention and how to measure these facets. Finally, we show how 
survey-feedback interventions, designed around these measures, can be used to 
strategically manage the voluntary turnover process so that high performers are re¬ 
tained while marginal performers are allowed to leave. 


Process of Job Withdrawal 


Job withdrawal is a set of behaviors that dissatisfied individuals enact to avoid the 
work situation. The right side of Figure 10.1 shows a model grouping the overall set 
of behaviors into three categories: behavior change, physical job withdrawal, and psy¬ 
chological job withdrawal. 

We present the various forms of withdrawal in a progression, as if individuals try 
the next category only if the preceding is either unsuccessful or impossible to imple¬ 
ment. This theory of progression of withdrawal has a long history and many adher¬ 
ents^ Others have suggested that there is no tight progression in that anyone of the 
categories can compensate for another, and people choose the category that is most 
likely to redress the specific source of dissatisfaction^ Either way, the withdrawal 


Progression of 
withdrawal 

Theory that 
dissatisfied 
individuals enact a 
set of behaviors in 
succession to avoid 
their work situation. 


FIGURE 10.1 

An Overall Model of the Job Dissatisfaction-Job Withdrawal Process 
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behaviors are clearly related to one another, and they are all at least partially caused 
by job dissatisfaction,26 


Whistle-blowing 

Making grievances 
public by going to 
the media or 
government. 


Behavior Change 

One might expect that an employee's first response to dissatisfaction would be to try 
to change the conditions that generate the dissatisfaction. This can lead to supervi¬ 
sor-subordinate confrontation, perhaps even conflict, as dissatisfied workers try to 
bring about changes in policy or upper-level personnel. Where employees are union¬ 
ized, it can lead to an increased number of grievances being filed.27 Although at first 
this type of conflict can feel threatening to the manager, on closer inspection, this is 
really an opportunity for the manager to learn about and perhaps solve an important 
problem. For example, Don McAdams, a manager at Johnsonville Foods, recalls an 
incident where one particular employee had been very critical of the company's in¬ 
centive system. McAdams listened to the person's concerns and then asked him to 
head a committee charged with developing a better incentive system. At first the em¬ 
ployee was taken aback, but he eventually accepted the challenge and became so en¬ 
thusiastic about the project that he was the one who presented the new system to the 
general membership. Because this person was known to be highly critical of the old 
system, he had a high level of credibility with the other workers, who felt, "If this guy 
likes it, it must be pretty good." In the end. this critic-turned-champion was im¬ 
mensely successful in solving a specific organizational problem,2s 

Less constructively, employees can initiate change through whistle-blowing (mak¬ 
ing grievances public by going to the media).29 The damage that a single well-placed 
whistle-blower can do to an organization was revealed at Archer Daniels Midland 
(ADM). Top executive Mark Whitacre, working in cooperation with the FBI, taped 
many conversations that were later used to charge ADM with price fixing in one of 
the biggest antitrust cases in the 1990s.3° 

Employees can also sue their employers when the disputed policies relate to race, 
sex, safe working conditions, or any other aspect of employment regulated by state or 
federal laws. As we have seen, such suits are costly, both financially and in terms of 
the firm's image, regardless of whether the firm wins or loses. Most employers would 
prefer to avoid litigation altogether. Keeping a majority of their employees happy is 
one means of achieving this. 


Physical-Job Withdrawal 

If the job conditions cannot be changed, a dissatisfied worker may be able to solve the 
problem by leaving the job. This could take the form of an internal transfer if the dis¬ 
satisfaction is job-specific (the result of an unfair supervisor or unpleasant working 
conditions). On the other hand, if the source of the dissatisfaction relates to organi¬ 
zationwide policies (lack of job security or below-market pay levels), organizational 
turnover is likely. 

In addition to the overall turnover rate, we need to be concerned with the nature 
of the turnover in terms of who is staying and who is leaving. For example, turnover 
rates among minorities at the managerial level are often., two to three times that of 
white males, and this is often attributable to a perceived lack of opportunities for 
promotions. Figure 10.2 shows the disparity in upper-level jobs for varying groups. 
Lawrence Perlman, CEO of Ceridian Corporation of Minneapolis, states, "The com¬ 
bination of women and people of color dropping out is really discouraging ... it just 
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males females 


SOURCE: M. Galen, "Diversity: Beyond the Numbers Game," 
BusinessWeek (August 14, 1995), pp. 60-61, 


FIGURE 10.2 

Percentage of 
Executive and 
Managerial Jobs 
Held by Various 
Subgroups 


isn't good business." To prevent this exodus, Ceridian set diversity goals for promo¬ 
tions and career-enhancing experiences. Similar steps are being taken at Polaroid, 
Ameritech, Texaco, and Dow Chemical.3 1 

Many employees who would like to quit their jobs have to stay on if they have no 
other employment opportunities. Another way of physically removing oneself from 
the dissatisfying work is to be absent.32 Like turnover, absenteeism is disruptive and 
costly to an organization. It has been estimated that absenteeism costs organizations 
an average of $505 per person per day for large employers and $662 per person per day 
for employers with fewer than 100 employees.33 Short of missing the whole day, a dis¬ 
satisfied employee may be late for work. Although not as disruptive as absenteeism, 
tardiness can be costly and is related to job satisfaction. 34 Tardiness can be especially 
costly when companies are organized around teams because the tardy individual often 
creates difficulties that spill over and affect the other team members. 


Psychological Withdrawal 

When dissatisfied employees are unable to change their situation or remove them¬ 
selves physically from their jobs, they may psychologically disengage themselves from 
their jobs. Although they are physically on the job, their minds may be somewhere 
else. 

This psychological disengagement can take several forms. First, if the primary dis¬ 
satisfaction has to do with the job itself, the employee may display a very low level of 
job involvement. Job involvement is the degree to which people identify themselves 
with their jobs. People who are uninvolved with their jobs consider their work an 
unimportant aspect of their lives. For them, performing well or poorly on the job does 
not really affect their self-concept, which makes them harder to motivate.3 5 Over 
time, job dissatisfaction leads to low job involvement. 

A second form of psychological disengagement, which can occur when the c4ssat- 
isfaction is with the employer as a whole, is a low level of organizational commitment. 
Organizational commitment is the degree to which an employee identifies with the 
organization and is willing to put forth effort on its behalf.36 Individuals who have low 
organizational commitment are often just waiting for the first good opportunity to 


Job involvement 

The degree to which 
people identify 
themselves with 
their jobs. 

Organizational 

commitment 

The degree to which 
an employee 
identifies with the 
organization and is 
willing to put forth 
effort on its behalf. 
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Job satisfaction 

A pleasurable 
feeling that results 
from the perception 
that one's job fulfills 
or allows for the 
fulfillment of one's 
important job 
values. 


Frame of reference 

A standard point 
that serves as a 
comparison for 
other points and 
thus provides 
meaning. 


Negative 

affectivity 

A dispositional 
dimension that 
reflects pervasive 
individual 
differences in 
satisfaction with any 
and all aspects of 
life. 


quit their jobs. In other words, they have developed a strong intention to leave the 
organization. In the meantime, like individuals with low job involvement, they are 
often difficult to motivate. Like job involvement, organizational commitment is 
strongly related to job satisfaction. 


Job Satisfaction and Job Withdrawal 

As we see in Figure 10.1, the key driving force behind all the different forms of job 
withdrawal is job satisfaction, which we will define as a pleasurable feeling that 

results from the perception that one's job fulfills or allows for the fulfillment of one's 
important job values.37 This definition reflects three important aspects of job satis¬ 
faction. First, job satisfaction is a function of values, defined as "what a person con¬ 
sciously or unconsciously desires to obtain." Second, this definition emphasizes that 
different employees have different views of which values are important, and this is 
critical in determining the nature and degree of their job satisfaction. One person 
may value high pay above all else; another may value the opportunity to travel; an¬ 
other may value staying within a specific geographic region. The third important as¬ 
pect of job satisfaction is perception. It is one's perception of one's present situation 
relative to one's values that matters. An individual's perceptions may not be a com¬ 

pletely accurate reflection of reality, and different people may view the same situation 
differently. 

In particular, people's perceptions are often strongly influenced by their frame of 
reference. A frame of reference is a standard point that serves as a comparison for 
other points and thus provides meaning. For example, an upper-level executive who 
offers a 6 percent salary increase to a lower-level manager might expect this to make 
the manager happy because inflation (the executive's frame of reference) is only 3 
percent. The manager, on the other hand, might find the raise quite unsatisfactory be¬ 
cause it is less than the 9 percent raise received by a colleague who does similar work 
(the manager's frame of reference). A person's frame of reference often reflects her av¬ 
erage past experience.38 It may also reflect her perceptions or other peoples' experi¬ 
ence (that of her reference group).39 Thus values, perceptions, and importance are the 
three components of job satisfaction. People will be satisfied with their jobs as long as 
they perceive that their jobs meet their important values. 


Sources of Job Dissatisfaction 

Many aspects of people and organizations can cause dissatisfaction among employees. 
Managers and HR professionals need to be aware of these because they are the levers 
which can raise job satisfaction and reduce employee withdrawal. Indeed, recent sur¬ 
veys have shown that job satisfaction in the United States has declined from 1995 to 
2000, making this a particular timely concern. 40 As the "Competing in the New 
Economy Box" shows, keeping employees satisfied with their jobs may be a better 
long-term solution for managing turnover than some of the more desperate contrac¬ 
tual measures some employers turn to. 

Personal Dispositions 

Because dissatisfaction is an emotion that ultimately resides within the person, it is not 
surprising that many who have studied these outcomes have focused on individual dif¬ 
ferences. Negative affectivity is a term used to describe a dispositional dimension that 
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quit their jobs. In other words, they have developed a strong intention to leave the 
organization. In the meantime, like individuals with low job involvement, they are 
often difficult to motivate. Like job involvement, organizational commitment is 
strongly related to job satisfaction. 


Job Satisfaction and Job Withdrawal 

As we see in Figure 10.1, the key driving force behind all the different forms of job 

withdrawal is job satisfaction, which we will define as a pleasurable feeling that 

results from the perception that one's job fulfills or allows for the fulfillment of one's 
important job values.3? This definition reflects three important aspects of job satis¬ 

faction. First, job satisfaction is a function of values, defined as "what a person con¬ 
sciously or unconsciously desires to obtain." Second, this definition emphasizes that 
different employees have different views of which values are important, and this is 
critical in determining the nature and degree of their job satisfaction. One person 

may value high pay above all else; another may value the opportunity to travel; an¬ 
other may value staying within a specific geographic region. The third important as¬ 
pect of job satisfaction is perception. It is one's perception of one's present situation 
relative to one's values that matters. An individual's perceptions may not be a com¬ 
pletely accurate reflection of reality, and different people may view the same situation 
differently. 

In particular, people's perceptions are often strongly influenced by their frame of 
reference. A frame of reference is a standard point that serves as a comparison for 
other points and thus provides meaning. For example, an upper-level executive who 
offers a 6 percent salary increase to a lower-level manager might expect this to make 
the manager happy because inflation (the executive's frame of reference) is only 3 
percent. The manager, on the other hand, might find the raise quite unsatisfactory be¬ 
cause it is less than the 9 percent raise received by a colleague who does similar work 
(the manager's frame of reference). A person's frame of reference often reflects her av¬ 
erage past experience.38 it may also reflect her perceptions or other peoples' experi¬ 
ence (that of her reference group).39 Thus values, perceptions, and importance are the 

three components of job satisfaction. People will be satisfied with their jobs as long as 
they perceive that their jobs meet their important values. 


Sources of Job Dissatisfaction 

Many aspects of people and organizations can cause dissatisfaction among employees. 
Managers and HR professionals need to be aware of these because they are the levers 
which can raise job satisfaction and reduce employee withdrawal. Indeed, recent sur¬ 
veys have shown that job satisfaction in the United States has declined from 1995 to 
2000, making this a particular timely concern. 40 As the "Competing in the New 

Economy Box" shows, keeping employees satisfied with their jobs may be a better 
long-term solution for managing turnover than some of the more desperate contrac¬ 
tual measures some employers turn to. 

Personal Dispositions 

Because dissatisfaction is an emotion that ultimately resides within the person, it is not 
surprising that many who have studied these outcomes have focused on individual diE- 
ferences. Negative affectivity is a term used to describe a dispositional dimension that 
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Non competed Agreements 
You Can Runl But You 
Can’t Hide 



You probably believe that in a 
free society, every citizen has 
the right to enter and leave the 
labor market as he or she sees 
fit. If you do not like working 
for this boss or that organiza¬ 
tion, or if you feel that you are 
being treated unfairly or are un¬ 
appreciated, you can always tell 
your employer, in the words of 
that old country song, "Take 
this job and shove it, I ain't 
working here no more." Well, in 
the new economy, your em¬ 
ployer is just as likely to sing 
back, "You ain't working any¬ 
where else either." 

Consider the case of Debra 
Pilkerton, who, after just a few 
months of working at the An¬ 
napolis office of the TLC Laser 
Eye Center, had a major argu¬ 
ment with her supervisor. She 
left her job after the incident, 
and with 23 years of experience 
as an optician, she quickly 
found work at the Baltimore 
Laser Eye Center. She might 
have been content there had 
she not signed a noncompete 
contract with TLC. After learn¬ 
ing of her new job, lawyers 
from TLC wrote a letter to both 
her and her new employer, say¬ 
ing she was in violation of the 
contract and demanding that 
she be dismissed. After reading 
the letter and studying the con¬ 
tract, the Baltimore firm 
complied, and Pilkerton was 
fired from her new job. 

As Jonathon Klein, general 
counsel to MicroStrategy Inc., a 


software company, notes, "In 
the new economy, your crown 
jewel is your intellectual prop¬ 
erty, which is why it is important 
to have provisions that protect 
your company's assets." In the 
effort to protect these assets, 
more and more firms are asking 
would-be employees to sign 
noncompete contracts that pro¬ 
hibit them from working for 
competing firms after quitting 
their jobs. Over the last 10 
years the number of firms using 
such contracts has expanded al¬ 
most tenfold. From the 
perspective of the employer, 
noncompete contracts are per¬ 
ceived as fair because the 
employer often trains the work¬ 
ers and provides them with the 
skill, information, personal con¬ 
tacts, and experience that make 
them valuable in the first place. 

It seems unfair for the employ¬ 
ees to take this investment and, 
perhaps for a few dollars more, 
leave for a competing firm and 
make this investment work di¬ 
rectly against the former 
employer. 

On the other hand, it seems 
unfair to bind an employee to a 
single company, especially if 
the person is mistreated. In¬ 
deed, in some recent contro¬ 
versial noncompete cases, 
people have been laid off by 
their employers and still told 
that they cannot seek employ¬ 
ment with anyone else! This has 
caused a major backlash 
against such contracts; critics 


argue that they are unconstitu¬ 
tional and border on creating 
indentured servitude. In fact, in 
one recent court case, Aetna In¬ 
surance was fined more than $1 
million for terminating an em¬ 
ployee because she refused to 
sign a noncompete contract. 

In balancing the need for 
employee freedom with the 
employer's need to protect in¬ 
tellectual property, the judicious 
use of noncompete contracts 
may make sense in some cases. 
Judicious use in this context 
means that such contracts 
should be limited in time (per¬ 
haps one year) and geographi¬ 
cal constraints (30 miles). They 
should also be targeted to a 
small set of employees whose 
human capital was clearly en¬ 
hanced by the employer and 
whose movement to a competi¬ 
tor would do immediate, com¬ 
pelling damage to the former 
employer. Finally, the enforce¬ 
ment of noncompete contracts 
should be a last resort in the ef¬ 
fort to retain employees, and 
employers should try instead to 
build a culture and environment 
where people are not moti¬ 
vated to leave. 

SOURCE: K. Bredemeier, "In a Bind over 
Noncompete Clauses," Washington Post 
(March 18, 2000), p. El; D.M. Katz, 
"Noncompetes: The Dark Side of the Labor 

Force," CFO.com (February 8,2001), pp. 1-3; 

C. Hyrrtowitz, "Firms That Cut Layoff 
Packages May Erode Employees' Loyalty," 

The Waif Street Journal (October 30, 2001), 
p. 1; K. Maher, "Noncompete Agreements 
Meet Rebels," The Waif Street Journal 
(October 23,2001), pp. 1-2. 
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reflects pervasive individual differences in satisfaction with any and all aspects of life. 
Individuals who are high in negative affectivity report higher levels of aversive mood 
states, including anger, contempt, disgust, guilt, fear, and nervousness across all con¬ 
texts (work and non work).41 

People who are high in negative affectivity tend to focus extensively on the nega¬ 
tive aspects of themselves and others.42 They are also more likely, in a given situation, 
to experience significantly higher levels of distress than others-which implies that 
some people bring dissatisfaction with them to work. Research has shown that nega¬ 
tive affectivity in early adolescence is predictive of overall job dissatisfaction in 
adulthood. There were also significant relationships between work attitudes measured 
over 5-year4 3 and 10-year44 periods, even for workers who changed employers and/or 
occupations. Thus these people may be relatively dissatisfied regardless of what steps 
the organization or the manager takes. 

Although the causes of negative affectivity are not completely known, research 
that examined identical twins who were raised apart suggests that there may be a ge¬ 
netic component.45 Thirty-four pairs of twins were measured for their general job sat¬ 
isfaction and their satisfaction with intrinsic and extrinsic aspects of the job. The re¬ 
searchers found a significant relationship between the ratings for each member of a 
pair, despite the fact that the twins were raised apart and worked at different jobs. 
Other research on genetic twins reared apart has shown similar effects on perceptions 
of the degree to which one's organization provides a supportive climate.46 

Another construct useful in understanding dispositional aspects of job satisfaction 
is the notion of core self-evaluations. Core selrevaluations have been defined as a basic 
positive or negative bottom-line opinion that individuals hold about themselves. A 
positive core evaluation reflects the person's self-image on a number of more specific 
traits, including high self-esteem, high self-efficacy, internal locus of control, and 
emotional stability. These factors, both alone and together, have been found to be 
quite predictive of job satisfaction.47 

Part of the reason why individuals with positive core self-evaluations have higher 
job satisfaction is that they tend to seek out and obtain jobs with more desirable char¬ 
acteristics, such as allowing discretion or dealing with complex tasks.48 They also 
tend to take more socially approved proactive steps when it comes to trying to per¬ 
sonally change a situation that is not to their liking. People with negative core self- 
evaluations tend to attribute dissatisfying features of their lives or work to the acts of 
other people, whom they blame for all their problems. They are less likely to work to¬ 
ward change, instead either doing nothing or acting aggressively toward those they 
blame fQr their misfortunes.49 

The evidence on the linkage between these kinds of traits and job satisfaction sug¬ 
gests the importance of personnel selection as a way of raising overall levels of em¬ 
ployee satisfaction. Interviews should assess the degree to which any job applicant has 
a history of chronic dissatisfaction with employment. If an applicant states that he 
was dissatisfied with his past six jobs, what makes the employer think he won't be dis¬ 
satisfied with this one? 

Finally, although the focus of this chapter is job dissatisfaction, we must recognize 
that dissatisfaction with other facets of life can spill over into the workplace. That is, 
a worker who is having problems with a family memb~r may attribute some of this 
negative affect to the job or organization. The National Institute of Mental Health 
(NIMH) estimates that clinical depression affects 17.6 million Americans, including 
9 percent of all male workers and 17 percent of all female workers, and costs employ¬ 
ers over $70 billion a year.50 
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Although managers cannot be expected to become clinical psychologists, in their 
attempt to diagnose some work-related performance problems, the possibility of clin¬ 
ical depression should not be dismissed altogether, and employees can be advised to 
seek help from qualified professionals via a company-sponsored Employee Assistance 
Program.51 For example, NIMH runs a program called DART (Depression Awareness 
Recognition and Treatment), which provides educational materials and management 
training sessions for managers of large organizations, including AT&T, Sears, Pacific 
Bell, and Westinghouse. Eighty percent of those suffering depression can be managed 
with help; the Americans with Disabilities Act covers these individuals. "Reasonable 
accommodation" in these cases might include several weeks of leave to adjust to med¬ 
ication or perhaps altering work schedules to allow for therapy sessions. The gains 
achieved by early recognition and treatment can be substantial. A program similar to 
the DART program at First Chicago Bank dropped its behavioral health care costs 
from 15 percent of total medical plan costs to just 8 percent. 52 


Tasks and Roles 

As a predictor of job dissatisfaction, nothing surpasses the nature of the task itself.53 
Many aspects of a task have been linked to dissatisfaction. Several elaborate theories 
relating task characteristics to worker reactions have been formulated and extensively 
tested. We discussed several of these in Chapter 4. In this section we focus on three 
primary aspects of tasks that affect job satisfaction: the complexity of the task, the de¬ 
gree of physical strain and exertion on the job, and the value the employee puts on 
the task.54 

With a few exceptions, there is a strong positive relationship between task com¬ 
plexity and job satisfaction. That is, the boredom generated by simple, repetitive jobs 
that do not mentally challenge the worker leads to frustration and dissatisfaction.55 
Moreover, monotony at work has been shown to have a particularly strong negative 
effect on women relative to men. For example, one recent study of blue-collar work¬ 
ers in 32 manufacturing plants showed that increased repetitive activity at work led 
to absenteeism rates for women that were three times the rates for men.56 

One intervention that employees themselves often introduce to low-complexity 

situations is to bring personal stereo headsets to work. Many supervisors disapprove of 
this practice, which can be understood in situations where employees need to inter¬ 
act with customers. However, in simple jobs with minimal customer contact (like pro¬ 
cessing paperwork or data entry) the research actually suggests that personal stereo 
headsets can improve performance. For example, one study examined stereo headset 
use among workers in 32 job- within a large retailing organization. The results indi¬ 
cated the stereo group outperformed a no-stereo control group on simple jobs (like 
invoice processor) but performed worse than controls on jobs high in complexity 
(such as accountant).57 

The second primary aspect of a task that affects job satisfaction is the degree to 
which the job involves physical strain and exertion.58 This aspect is sometimes over¬ 
looked at a time when automation has removed much of the physical strain associ¬ 
ated with jobs. Indeed, the fact that technology has aimed to lessen work-related 
physical exertion indicates that such exertion is almost universally considered unde¬ 
sirable. Nevertheless, many jobs can still be characterized as physically demanding. 

The third primary aspect is whether the object of the work promotes something 
valued by the worker. Over 1 million volunteer workers in the United States perform 
their jobs almost exclusively because of the meaning they attach to the work. Some 
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Job enrichment 

Ways to add 
complexity and 
meaningfulness to a 
person's work. 


Job rotation 

The process of 
systematically 
moving a single 
individual from one 
job to another over 
the course of time. 
The job assignments 
may be in various 
functional areas of 
the company or 
movement may be 
between jobs in a 
single functional 
area or department. 

Role 

What an 

organization expects 
from an employee in 
terms of what to do 
and how to do it. 


of these jobs are even low in complexity and high in physical exertion. These volun¬ 
teers view themselves as performing a worthwhile service, however, and this overrides 
the other two factors and increases satisfaction with the job. Similarly, several 
low-paying occupations (such as social services and religious orders) explicitly try 
to make up for pay deficiencies by appealing to the prospective employee's nonfinan- 
cial values. The Peace Corps, for example, attempts to recruit applicants by describ¬ 
ing its work as "the toughest job you will ever love." As the "Competing through 
High-Performance Work System" box shows, employers can sometimes use technol¬ 
ogy to focus people on the aspects of work that have the most meaning for them. 

One of the major interventions aimed at reducing job dissatisfaction is job enrich¬ 
ment, which explicitly focuses on the task as a source of dissatisfaction. Job enrich, 

ment refers to specific ways to add complexity and meaningfulness to a person's work. 
As the term suggests, this intervention is directed at jobs that are "impoverished" or 
boring because of their repetitive nature or low scope. Many job enrichment programs 
are based on the job characteristics theory discussed earlier in Chapter 4. 

For example, at Xerox, work was once structured along four large functional units: 
manufacturing, research, marketing, and finance. Segmenting the work this way re¬ 
duces the meaningfulness of many jobs. It also isolates workers from each other and 

distances them from customers. Thus CEO Paul Allaire restructured the organization 
into separate product divisions that each did its own manufacturing, research, mar¬ 
keting, and finance. Dan Cholish, a Xerox veteran, had been a "one-dimensional" en¬ 
gineer, but under the new system he has learned a little about manufacturing, finance, 
and marketing as he concentrates on customer needs. According to Cholish, "I've 
probably visited more customers in the last six months than I had in my last six years 

on myold assignment. 59 Including people who have minimal customer contact in 

meetings with the end users of the product or service has been found to reliably in¬ 

crease the perceived meaningfulness of work, which in turn raises job satisfaction. 60 

As another example, at Motorola "total customer satisfaction" teams are given au¬ 
thority to change production or any other work procedures, and are then given 
bonuses tied to improved defect rates or cycle times. One team used basic industrial 
engineering techniques to analyze inventory and ultimately reduced average levels of 
supply from seven weeks to four weeks, saving the company $2.4 million. Such results 
often breed functional internal competition because, as one team member noted, 

"Other workers were all jealous of our team." Internal competition can drive other 

teams to raise their standards of excellence and greatly contributes to the organiza¬ 

tion's overall competitive advantage. 61 

Another task-based intervention is job rotation. This is a process of systematically 

mov"ing a single individual from one job to another over the course of time. Although 

employees may not feel capable of putting up with the dissatisfying aspects of a par¬ 

ticular job indefinitely, they often feel they can do so temporarily. Job rotation can do 
more than simply spread out the dissatisfying aspects of a particular job. It can in¬ 
crease work complexity for employees and provide valuable cross-training in jobs so 
that employees eventually understand many different jobs. This makes for a more 

flexible workforce and increases workers' appreciation of the other tasks that have to 
be accomplished for the organization to complete its mission. 62 

In addition to the specific task performed by an individual, in the broader scheme 
of work, each person also has a role in the organizatibn. 63 The person's role in the or¬ 
ganization can be defined as the set of expected behaviors that both the person and 
other people who make up the social environment have for the person in that job. 
These expected behaviors include all the formal aspects of the job and usually much 




Staffing Shortages 
in Drugstores: 

A Prescription for Disaster? 


The prescription drug industry 
has always been a lucrative seg¬ 
ment of the overall economy. 
When someone needs a drug 
to keep themselves well or 
alive, they are usually not going 
to bicker much about price. 
Moreover, due to the aging of 
the baby boomer generation, 
the growth in this industry is ex¬ 
pected to be very healthy. 
Between 2000 and 2005 it is 
projected that there will be a 
29 percent increase in the num¬ 
ber of prescriptions to be filled. 
The only problem is that during 
that same period the supply of 
community pharmacists is ex¬ 
pected to increase by only 4 
percent. 

This has created a contest 
between the major drugstore 
franchises in which the organi¬ 
zation with the best recruitment 
and retention plan wins. So far, 
one of the losers in this contest 
has been CVS Drugstores. In 
the summer of 2001, CVS was 
short 700 pharmacists a day; 
the shortage was so severe that 
the company had to hang 
"closed" signs on counters at 
many times of the day. The in¬ 
ability to retain employees 
resulted in the closing of phar¬ 
macies, alienation of many 
customers, and a black eye in 


the investor market. Indeed, 
when the company announced 
it would fail to make projected 
earnings goals in 2001 because 
of a shortage of staff, the stock 
fell 18 percent in one day. 

Meanwhile, across the street, 
Walgreen's Drugstores was re¬ 
porting record profits for the 
fourth straight quarter. Unlike 
CVS, which was closing phar¬ 
macies, Walgreen's was 
expanding rapidly, opening 
over 600 new stores in 1998 
and 1999 alone. Walgreen's re¬ 
tention rate for pharmacists is 
the highest in the industry, and 
word-of-mouth recruiting by its 
own employees has ensured a 
steady flow of talented profes¬ 
sionals into the organization. 

. Although part of this can be at¬ 
tributed to the competitive 
salaries and benefits, it can also 
be attributed to how Wal¬ 
green's employs technology to 
make the pharmacist's job more 
meaningful. 

Walgreen's Intercom Plus is'a 
proprietary software program 
that streamlines the prescrip¬ 
tion process, eliminating much 
of the dreaded paperwork from 
the pharmacist's job. This frees 
up time to socialize and edu¬ 
cate customers regarding the 
products. Allowing workers to 


focus on providing personal 
service rather than processing 
paperwork both increases job 
satisfaction and promotes long¬ 
term customer relationships. 
With an integrated infrastruc¬ 
ture of three-tier client/server, 
telephony, internet/intranet, 
and distributed data architec¬ 
ture, this system processes 
millions of transactions a day 
from more than 3,000 satellite- 
connected branch stores. 

Walgreen's promotes the In¬ 
tercom Plus system in both its 
recruitment brochures and its 
website, where interested and 
qualified candidates are invitad 
to apply online for jobs. Not 
surprisingly, many of these ap¬ 
plicants come from competing 
firms, and in several cases Wal¬ 
green's has accepted online 
applications from computers 
that apparently reside within 
CVS drugstores. When there is 
no shortage of customers but a 
shortage of employees, using 
technology to make work more 
meaningful can create a devas¬ 
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more as well. That is, coworkers, supervisors, and clients or customers have expecta- 
tions for the person that go beyond what is formally described as the person’s job. Ex¬ 
pectations have a large impact on how the person responds to the work. 
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Role ambiguity 

Uncertainty about 
what an organization 
expects from an 
employee in terms 
of what to do and 
how to do it. 

Role conflict 

Recognition of 
incompatible or 
contradictory 
demands by the 
person occupying 
the role. 


Role overload 

A state in which too 
many expectations 
or demands are 
placed on a person. 

Role underload 

A state in which too 
few expectations or 
demands are placed 
on a person. 


Three aspects of organizational roles stand out as significant influences on job sat¬ 
isfaction: role ambiguity, role conflict, and role overload. Role ambiguity refers to the 
level of uncertainty about what the organization expects from the employee in terms 
of what to do or how to do it. Ambiguity associated with work methods and schedul¬ 
ing are two of the most problematic forms of ambiguity, but by far the most critical 
dimension in terms of predicting job satisfaction is ambiguity around performance cri¬ 
teria. Employees have strong needs to know precisely how they are going to be eval¬ 
uated on the job-and when this is unclear, job satisfaction suffers.64 

A second source of dissatisfaction is role conflict: recognition of incompatible or 
contradictory demands by the person who occupies the role. Role conflict occurs in 

many different forms. For example, a member of a cross-functional project team might 

have a project manager as well as a manager in her functional area who hold mutu¬ 
ally exclusive expectations for the employee. Another form of role conflict occurs 

when the employee may be occupying more than one role at a time and the roles have 

incompatible expectations. Conflict between work roles and family roles, for exam¬ 

ple, is common in organizations. 

In order to help employees manage role conflict, companies have turned to a num¬ 
ber of family-friendly policies in order to both recruit new talent and hold onto the 
talent they already have. These policies may include provisions for child care, elder 
care, flexible work schedules, job sharing, telecommuting, and extended maternal and 
paternalleaves.65 Although these programs create some headaches for managers in 
terms of scheduling work and reporting requirements, they increase the level of em¬ 
ployee commitment to the organization.66 They have also been linked to increased 
organizational citizenship behaviors on the part of individual employees,67 as well as 
enhanced organizational performance, especially in organizations that employ a large 
percentage of female employees.6s 

Role conflict is especially a problem when employees are asked to take assignments 
overseas that are highly disruptive to other members of the family. Research shows 
that the inability to effectively manage this type of role conflict is the single biggest 
cause of expatriate turnover.69 Many organizations try to minimize work-family con¬ 
flict for both domestic and internationally placed employees through various forms of 
family-friendly benefits (like company-sponsored day care or flextime))0 We will deal 
with these types of programs in detail in Chapter 13 on employee benefits. For now, 
we will simply note that this type of conflict creates dissatisfaction among employees 
and can lead to problems in retention. 

Dissatisfaction can also arise from role overload, a state in which too many ex¬ 
pectations or demands are placed on the person (whereas role underload refers to the 
opposite problem). There can be either too much or too little task scope. Research on 
job stress has focused primarily on high-scope jobs (jobs that require the person to 
manage too many things). As we have noted, role overload seems to be an increas¬ 
ingly prevalent problem in today's organizations because of their emphasis on down¬ 
sizing and cost cutting)l A 2001 survey, for example, indicated that 46 percent of 
American workers felt they were working too many hours. Roughly a quarter of those 
surveyed worked six days and over 50 hours a week.7- 

One by-product of this perception is that there has been an increase in the num¬ 
ber of lawsuits filed by people who are suing for overtime pay. Although managers and 
professionals are supposedly "exempt" from the Fair Standards Act that dictates a 40- 
hour week, increasingly members of this group have been claiming they are misclas- 
sified and should be treated as nonexempt workers. Companies such as U-Haul, Taco 
Bell, PepsiCo, Auto Zone, Borders Books, Pacific Bell, Bridgestone, and Wal-Mart 
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FIGURE 10.3 

A Schematic 
Representation of 
the Role Analysis 
Technique 


have been slapped with such suits. Plaintiffs argue that while their job titles may make 
it sound like they are managers, in reality their day-to-day activities have a lot more 
to do with production and much less with supervision. Many employers pay little at- 
tent ion to the match between job titles and the actual work performed. When the 
work starts taking longer than 40 hours a week, though, this match becomes impor- 
tanto As one legal expert has noted, "Companies that are not addressing these issues 
are sitting ducks waiting to get shot at."?3 

Because role problems rank just behind job problems in creating job dissatisfaction, 
interventions that aim directly at role elements have been created. One such inter¬ 
vention, the role analysis technique shown in Figure 10.3, is designed to increase the 
communication and understanding of the various sets of role expectations that exist 
for a specific employee. 74 In the role analysis technique the role occupant and each 


Role analysis 
technique 

A method that 
enables a role 
occupant and other 
members of the role 
occupant's role set 
to specify and 
examine their 
expectations for the 
role occupant. 



438 PART 3 Assessment and Development of HRM 


member of the role occupant's role set (supervisors, coworkers, subordinates) are asked 
to write down their expectations for the role occupant. Then everybody is gathered 
together, and each person goes through his or her list. All the expectations are writ¬ 
ten out so that ambiguities can be removed and conflicts identified. Where there are 
conflicts, the group as a whole tries to decide how they should be resolved. When this 
is done throughout an organization, instances of overload and underload may be dis¬ 
covered. and role requirements may be traded off so that more balanced roles are de¬ 
veloped. 


Supervisors and Coworkers 

The two primary sets of people in an organization who affect job satisfaction are 
coworkers and supervisors. A person may be satisfied with her supervisor and cowork- 
ers for one of three reasons. First, she may have many of the same values, attitudes, 
and philosophies that the coworkers and supervisors have. Most individuals find this 
very important. Indeed, many organizations try to foster a culture of shared values 
among employees. Even if one cannot generate a unifying culture throughout an en¬ 
tire organization, it is worth noting that increases in job satisfaction can be derived 
simply from congruence among supervisors and subordinates at one level. 75 

Second, the person may be satisfied with his supervisor and coworkers because they 
provide social support. Social support means the degree to which the person is sur¬ 
rounded by other people who are sympathetic and caring. Considerable research in¬ 
dicates that social support is a strong predictor of job satisfaction, whether the sup¬ 
port comes from supervisors or coworkers. 76 Support from other organizational 
members is also related to lower employee turnover. 77 

Third, one's supervisor or coworkers may help the person attain some valued out¬ 
come. 78 For example, a new employee may be uncertain about what goals to pursue 
or what paths to take to achieve those goals. He will likely be satisfied with a super¬ 
visor or with coworkers who can help clarify those goals and paths. 79 

Because a supportive environment reduces dissatisfaction, many organizations fos¬ 
ter team building both on and off the job (such as via softball or bowling leagues). 
The idea is that group cohesiveness and support for individual group members will be 
increased through exposure and joint efforts. Although management certainly cannot 
ensure that each stressed employee develops friends, it can make it easier for employ¬ 
ees to interact-a necessary condition for developing friendship and rapport. 

For example, American Airlines teamed up with the environmental group The 
Nature Conservancy to sponsor a "Teamwork for Nature" day in several U.S. cities. 
Employee teams reported for cleanup duty and helped by gathering litter, pulling 
weeds, and constructing fences. Some teams even worked on more elaborate projects 
such as installing irrigation systems or controlling erosion problems. Flight attendant 
Jacqueline Grant noted, "The nice thing about it is every employee group, regardless 
of their job description, can participate in their own way. I think it has brought a lot 
of departments closer together."8G 


Pay and Benefits 

We should not discount the influence of the job incumbent, the job itself, and the 
surrounding people in terms of influencing job satisfaction, but for most people, work 
is their primary source of income and financial security. Pay is also seen as an indica¬ 
tor of status within the organization as well as in society at large. Thus, for some peo¬ 
ple, pay is a reflection of self-worth, so pay satisfaction takes on critical significance 
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when it comes to retention. Indeed, the role of pay and benefits is so large that we de¬ 
vote the entire next part of this book to these topics. Within this chapter we focus 
primarily on satisfaction with four aspects of pay (pay levels, pay raises, pay structure, 
and benefits) and how these are assessed within the organization. Methods for ad¬ 
dressing these issues are discussed in Part IV of this book. 

One of the main dimensions of satisfaction with pay deals with pay levels-that is, 
the absolute amount of income associated with the job. Indeed, when it comes to re¬ 
tention, employees being recruited away from one organization by another are often 
lured with promises of higher pay levels. Benefits also make up a large portion of any 
worker's total compensation package. Hence, satisfaction with benefits is another im¬ 
portant dimension of overall pay satisfaction. Because many individuals have a diffi¬ 
cult time ascertaining the true dollar value of their benefits package, however, this di¬ 
mension may not always be as salient to people as pay itself. 

Whereas satisfaction with pay level and benefits reflects an interest in the absolute 
value of these dimensions, two other important aspects of pay satisfaction take on a 
more relative nature. Satisfaction with pay structure deals with how happy the person 
is with the manner in which pay within the organization is rank ordered across dif¬ 
ferent job categories. A manager of a sales force, for example, might be satisfied with 
her overall pay, but if she discovers that due to sales commissions some subordinate 
actually winds up with higher pay. then dissatisfaction with the structure of pay may 
result. Finally, relative to changes over time, satisfaction with raises also needs to be 
considered. People generally expect that their pay will increase over time, and to the 
extent that this expectation is not met, they may wind up dissatisfied with pay raises. 

Measuring and Monitoring Job Satisfaction 

Most attempts to measure job satisfaction rely on workers' self-reports. There is a vast 
amount of data on the reliability and validity of many existing scales as well as a 
wealth of data from companies that have used these scales, allowing for comparisons 
across firms. Established scales are excellent places to begin if employers wish to as¬ 
sess the satisfaction levels of their employees. An employer would be foolish to "rein¬ 
vent the wheel" by generating its own versions of measures of these broad constructs. 
Of course, in some cases, organizations want to measure their employees' satisfaction 
with aspects of their work that are specific to that organization (such as satisfaction 
with one particular health plan versus another). In these situations the organization 
may need to create its own scales, but this will be the exception rather than the rule. 

One standardized, widely used measure of job satisfaction is the Job Descriptive 
Index (]01). The JOI emphasizes various facets of satisfaction: pay, the work itself, su¬ 
pervision, coworkers, and promotions. Table 10.5 presents several items from the JOI 
scale. Other standardized scales emphasize overall satisfaction. Table 10.6 presents 
sample items from one of these measures. Finally, some scales avoid language alto¬ 
gether, relying on pictures. The faces scale in Figure 10.4 on page 441 is an example 
of this type of measure. 

Other scales exist for those who want to get even more specific about different 
facets of satisfaction. For example, although the JOI we just examined assesses satis¬ 
faction with pay, it does not break pay up into different dimensions. 81 The fay Satis¬ 
faction Questionnaire (PSQ) focuses on these more specific dimensions (pay levels, 
benefits, pay structure, and pay raises); thus this measure gives a more detailed view 
of exactly what aspects of pay are most or least satisfying. 82 Taking this even further, 
we can find scales that take just one of these dimensions-benefits-and then break 

this down even further into multiple facets of satisfaction with benefits. 
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TABLE 10.5 

Sample Items from a 
Standardized Job 
Satisfaction Scale 
(the JDI) 


Instructions: Think of your present work. What is it like most of the time? In the 
blank beside each word given below, write 

Y _ for "Yes" if it describes your work 

_N_ for "No" if it does NOT describe your work 

? if you cannot decide 

WiNgfe*- ■ ■ ■ writ iWb. 

biatoUl' Uss tharei deserve 
Highly paid • t. 

rj :. ■*< - v- r Insecure 1*41;f- 

Coworkers 
_ Intelligent 

Praises good work Responsible 

Doesn't supervise enough _ Boring 


WftrfcttMlf 

. . Routine - 

. . < T. ,, 

.»■.... \300Ci 

■ ^ ^ T? ” ^7 ’ 

Supervision 

_ Impolite 





SOURCE: W.K. Balzar, D.C. Smith, D.E. Kravitz, S.E. Lovell, K.B. Paul, B.A. Reilly, and C.E. Reilly, 
User's Manual for the Job Descriptive Index (JDI) (Bowling Green, OH: Bowling Green State 
University, 1990). 


TABLE 10.6 

Sample Items from a 
Standardized Scale 
That Measures 
Overall Job 
Satisfaction 



Instructions: Put a check beside the answer that you feel is most appropriate 
regarding your present job. 

..... . .- --- — i Y ■ - 

w >. . ■ * , ■ r- HS : . • ' ; 

ftv ur; cmU tjoM £$$$.^KV4M^- 

If a good friend of yours told you he or she was interested in working in a job like 
yours for your employer, would you recommend it to him or her? 

_ Strongly recommend this job 

_ Would have doubts about recommending this job 

_ Strongly advise against taking this job 

Knowing what you fep'^v, noy/. If you'bad, a(l j % 

yo'uhave now, what’ w^j^ jrau decide? '. ’ ' j'.::'*':'- j] ,YY * 

_— Decide without hesitation to takh thhsahne jots : / 

.WoufcThave sime^icond thoughTs , ibdht'tafelfr^ r tffrMrrti' 8 |jsb''' i •' 

i definitely cfecfSe not to take th# Sithi^f&b ' !h -’- v ■■*>■**■ ■'** tA ;' 


SOURCE: R.P. Quinn and G.L. Staines, The 1977 Quality of Employment SUNey (Ann Arbor: Survey 
Research Center, Institute for Social Research, University of Michigan, 1979). Reprinted with 
permission. 


Clearly there is no end to the number of satisfaction facets that we might want to 
measure, but the key in operational contexts, where the main concern is retention, is 
making sure that scores on whatever measures taken truly relate to voluntary turnover 
among valued people. For example, satisfaction with coworkers might be low, but if 
this aspect of satisfaction is not too central to employees, it may not translate into 
voluntary turnover. Similarly, in an organization that bases raises on performance, low 
performers might report being dissatisfied with raises, but this may not reflect any op- 
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Job Satisfaction from the Faces Scale 

Consider all aspects of your job. Circle the face that 
best describes your feelings about your job in general. 


7 6 5 4 3 2 1 



FIGURE 10.4 

Example of a 
Simplified, 
Nonverbal Measure 
of Job Satisfaction 


SOURCE: The faces were adapted from R.B. Dunham and J.B. Herman and published 
in the Journal of Applied Psychology 60 (1975), pp. 629-31. Copyright 1975 by the 
American Psychological Association. Adapted with permission. 


erational problem. Indeed, the whole strategic purpose of many pay-for-performance 
plans is to create this type of dissatisfaction among low performers to motivate them 
to higher levels of performance. 


Survey-Feedback Interventions 

Regardless of what measures are used or how many facets of satisfaction are assessed, 
a systematic, ongoing program of employee survey research should be a prominent part 
of any human resource strategy for a number of reasons. First, it allows the company 
to monitor trends over time and thus prevent problems in the area of voluntary 
turnover before they happen. For example. Figure 10.5 shows the average profile for 


FIGURE 10.5 

Average Profile for Different Facets of Satisfaction over Time 
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different facets of satisfaction for a hypothetical company in 1997, 1999, and 2001. 
As the figure makes clear, the level of satisfaction with promotion opportunities in 
this company has eroded over time, whereas the satisfaction with coworkers has im¬ 
proved. If there was a strong relationship between satisfaction with promotion op¬ 
portunities and voluntary turnover among high performers, this would constitute a 
threat that the organization might need to address via some of the techniques dis¬ 
cussed in our previous chapter, "Employee Development." For example. First USA 
Bank saw exactly this kind of profile in its 1998 job satisfaction survey of all its man¬ 
agers. As Jeff Brown, vice president of organizational effectiveness, noted, "We al¬ 
ready had a sense that career development was an issue, but the survey data really 
threw it in our faces and made us realize we had to do something about it." This led 
to First USA's "Opportunity Knocks" program, an employee-led career development 
effort that clarified the opportunities available within the firm as well as what skills 
and experiences were needed to take advantage of those opportunities. As a result of 
this program, two years later when the survey was conducted again, satisfaction with 
promotion opportunities increased by 40 percent. 83 

A second reason for engaging in an ongoing program of employee satisfaction sur¬ 
veys is that it provides a means of empirically assessing the impact of changes in pol¬ 
icy (such as introduction of a new performance appraisal system) or personnel (in¬ 
troduction of a new CEO, for example) on worker attitudes. Figure 10.6 shows the 
average profile for different satisfaction facets for a hypothetical organization one year 
before and one year after a merger. An examination of the profile makes it clear that 
since the merger, satisfaction with supervision and pay structure have gone down dra¬ 
matically, and this has not been offset by any increase in satisfaction along other di- 


F1GURE 10.6 

Average Profile for Different Facets of Satisfaction before and after a Major Event 
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FIGURE 10.7 

Average Profile for Different Facets of Satisfaction versus the Industry Average 
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mens ions. Again, this might point to the need for training programs for supervisors 
(like those discussed in Chapter 7) or changes in the job evaluation system (like those 
discussed in Chapter 11). 

Third, when these surveys incorporate standardized scales like the JDI or PSQ, 
they often allow the company to compare itself with others in the same industry along 
these dimensions. For example. Figure 10.7 shows the average profile for different sat¬ 
isfaction facets for a hypothetical organization and compares this to the industry av¬ 
erage. Again, if we detect major differences between one organization and the indus¬ 
try as a whole (on overall pay levels, for example), this might allow the company to 
react and change its policies before there is a mass exodus of people moving to the 
competition. 

According to Figure 10.7, the satisfaction with pay levels is low relative to the in¬ 
dustry, but this is offset by higher-than-industry-average satisfaction with benefits and 
the work itself. As we showed in Chapter 6 ("Selection and Placement"), the orga¬ 
nization might want to use this information to systematically screen people. That is, 
the fit between the person and the organization would be best if the company selected 
applicants who reported being most interested in the nature of the work itself and 
benefits, and rejected those applicants whose sole concern was with pay levels. 

Within the organization, a systematic survey program also allows the company to 
check for differences between units and hence benchmark "best practices" that might 
be generalized across units. For example. Figure 10.8 shows the average profile for five 
different regional divisions of a hypothetical company. The figure shows that satisfac¬ 
tion with pay raises is much higher in one of the regions relative to the others. If the 
overall amount of money allocated to raises was equal through the entire company, this 
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FIGURE 10.8 

Average Profile for Different Facets of Satisfaction for Different Regional Divisions 
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implies that the manner in which raises are allocated or communicated in the Midwest 
region might be something that the other regions should look into. 

Finally, yearly surveys give employees a constructive outlet for voicing their con¬ 
cerns and frustrations. Employees' ability to handle dissatisfying work experiences is 
enhanced when they feel they have an opportunity to air their problems. Formalized 
opportunities to state complaints about one's work situation have been referred to as 
voicing.^4 Research has shown that voicing gives employees an active, constructive 
outlet for their work frustrations.° s For example, a study of nurses indicated that pro¬ 
viding such voicing mechanisms as an employee attitude survey and question-and- 
answer sessions between employees and management enhanced worker attitudes and 
cut turnover.8b The value of voicing opportunities has been expressed well by Nor¬ 
man Plummer, president of Monitrex (a San Francisco-based health care provider): 
"If you don't provide an environment for open communication, you'll suffer through 
revolutions rather than evolutions."87 

Obviously a great deal can be learned from employee satisfaction surveys. It is sur¬ 
prising that many companies conducting regular consumer satisfaction surveys fail to 
show the same concern for employee satisfaction. Retention is an issue involving 
both customers and employees, however, and-as we noted at the outset of this chap- 
ter-the two types of retention are substantially related. For example, sales agents at 
State Farm Insurance stay with the company for an average of 18 to 20 years-two to 
three times the average tenure in this industry. This kind of tenure allows the aver¬ 
age State Farm agent to learn the job and develop long-term customer relations that 
cannot be matched by competitors who may lose half of their sales staff each year. 
State Farm also benefits from this experienced staff by systematically surveying its 
agents to get their views about where customer satisfaction is high, where it is low, 
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and what can be done to improve service. 88 The result in terms of the bottom line is 
that State Farm achieves 40 percent higher sales per agent compared to the competi¬ 
tion. In addition, as an indicator of quality of service, the retention rate among State 
Farm customers exceeds 95 percent. 89 

Although findings such as these are leading more companies to do such surveys, 
conducting an organizational opinion survey is not something that should be taken 
lightly. Especially in the beginning, surveys such as this often raise expectations. It is 
critical that the organization conducting the survey be ready to act on the results. For 
example, at Doctor's Hospital in Manteca, California, a survey of employees' opinions 
revealed dissatisfaction (defined as an "unfavorable" rating by at least 35 percent of 
the employees) in several areas. When these results were fed back to employees, each 
problem area was accompanied by a corresponding action plan so that people could 
see how the organization intended to address the problem. In the area of career de¬ 
velopment, for instance, the survey indicated that even though the hospital reim¬ 
bursed 100 percent of employee expenses for tuition, it did so at the end of the se¬ 
mester, and the inability to pay the money up front prevented many from using this 
benefit. Based on these results, the hospital now provides tuition up front along with 
loans to help defray nontuition costs (like child care expenses) associated with tak¬ 
ing a class. Thus, what was once a source of dissatisfaction for employees is now a 
source of satisfaction.9o 

Finally, although the focus in this section has been on surveys of current employees, 
any strategic retention policy also has to consider surveying people who are about to 
become ex-employees. Exit interviews with departing workers can be a valuable tool 
for uncovering systematic concerns that are driving retention problems. If properly 
conducted, an exit interview can reveal the reasons why people are leaving, and per¬ 
haps even set the stage for their later return.91 Indeed, in the new economy, it is now 
so common for people who once left their firm to return that they are given a special 
name-”boomerangs."92 A good exit interview sets the stage for this phenomenon be¬ 
cause if a recruiter is armed with information about what caused a specific person to 
leave (such as an abusive supervisor or a lack of family-friendly policies), when the sit¬ 
uation changes, the person may be willing to come back.93 Indeed, in the war for tal¬ 
ent, the best way to manage retention is to engage in a battle for every valued em¬ 
ployee, even in situations when it looks like the battle may have been lost. 



The chapter opener on airline security workers showed how high rates of 
turnover can destroy the performance of work units. When the entire work unit 
changes every three months, it is impossible for individual workers to develop 
sufficient job experience, and successful coordination and teamwork never de¬ 
velop. 

Questions 

1. What were some of the characteristics of the airport security job that lt(d to 
such poor worker attitudes and high turnover? 

2. If you were charged with fixing this system, what specific steps would you 
take to improve the attitudes of these workers and reduce turnover? 

3. What steps might you take that are costly, and what steps might you take that 
really do not increase costs very much? 



446 Part 3 Assessment and Development of HRM 


Summa 


This chapter examined issues related to employee separa¬ 
tion and retention. Involuntary turnover reflects a separa¬ 
tion initiated by the organization, often when the individ¬ 
ual would prefer to stay a member of the organization. 
Voluntary turnover reflects a separation initiated by the in¬ 
dividual, often when the organization would prefer that 
the person stay a member. Organizations can gain compet¬ 
itive advantage by strategically managing the separation 
process so that involuntary turnover is implemented in a 


fashion that does not invite retaliation, and voluntary 
turnover among high performers is kept to a minimum. Re¬ 
taliatory reactions to organizational discipline and dis¬ 
missal decisions can be minimized by implementing these 
decisions in a manner that promotes feelings of procedural 
and interactive justice. Voluntary turnover can be mini¬ 
mized by measuring and monitoring employee levels of sat¬ 
isfaction with critical facets of job and organization, and 
then addressing any problems identified by such surveys. 


Discussion Questions 


1. The discipline and discharge procedures described in 
this chapter are systematic but rather slow. In your 
opinion, should some offenses lead to immediate dis¬ 
missal? If so, how would you justify this to a court if you 
were sued for wrongful discharge? 

2. Organizational turnover is generally considered a nega¬ 
tive outcome, and many organizations spend a great 
deal of time and money trying to reduce it. What situa¬ 
tions would indicate that an increase in turnover might 
be just what an organization needs? Given the difficulty 
of terminating employees, what organizational policies 
might promote the retention of high-performing work¬ 
ers but voluntary turnover among low performers? 

3. Three popular interventions for enhancing worker sat¬ 
isfaction are job enrichment, job rotation, and role 


analysis. What are the critical differences between 
these interventions, and under what conditions might 
one be preferable to the others? 

4. If off-the-job stress and dissatisfaction begin to create 
on-the-job problems, what are the rights and responsi¬ 
bilities of the human resource manager in helping the 
employee to overcome these problems? Are intrusions 
into such areas an invasion of privacy, a benevolent 
and altruistic employer practice, or simply a prudent fi¬ 
nancial step taken to protect the firm’s investment? 

5. Discuss the advantages of using published, standardized 
measures in employee attitude surveys. Do employers 
ever need to develop their own measures for such sur¬ 
veys? Where would one turn to learn how to do this? 



Visit www.expertss.com. This is the website for Expert 
Survey Systems Inc., a company that provides employee 
attitude survey services to various companies. This web¬ 
site provides information and resources on organizational 
surveys. Use this website to answer the following ques¬ 
tions. 

1. Review the demo version of the 89-item Employee 
Opinion Survey. What aspects of the work environ¬ 


ment are measured on this survey? What suggestions 
might you have for improving this survey? 

2. What are the strengths and weaknesses of using the 
telephone or voice technology to collect survey data? 

3. What are some of the methods used to share survey re¬ 
sults with employees? Identify strengths and weak¬ 
nesses for each method. 


Managing People: From the Pages of BusinessWeek 


HusiiHtssWrek 


Low-Wage Lessons 


At 5:30 A.M. the first workers arrive for the morning shift 
at the Marriott Hotel in downtown Chicago. They come 
from the farthest reaches of the metropolitan area and 
from all comers of the world: Bosnian refugees and born- 
in-America welfare moms, Chinese immigrants, and black 


teenagers don their uniforms for the day. A few yards and 
a world removed from the crystal chandeliers and fresh 
flowers their guests see, a remarkable staff of hundreds 
whirs into motion. 

Maria Martinez picks up her room-cleaning assign- 
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ments. A Mexican immigrant, she takes citizenship classes 
at the hotel after work. Tommie Powell, one-time welfare 
dad and former factory worker from the city's North Side, 
heads to the basement and his job in the hotel's recycling 
operation. Arthur Seredyn, who arrived from Poland three 
years ago, scrubs out the swimming pool. 

Their pay: about $7 an hour. That's typical for Marriott 
International Inc.'s 134,417 U.S. housekeepers, laundry 
workers, dishwashers, and other hourly staffers. It is, Mar¬ 
riott says, the wage that the labor market dictates. "If we 
pay wages in excess of the productive contribution of our 
people, we will become noncompetitive ourselves," says 
J.w. Marriott Jr., chairman of the nation's fourth-largest 
hotel company. 

But a low-paid workforce brings with it a host of prob¬ 
lems: lack of education, poor work habits, inability to 
speak English, culture clashes, financial woes, inadequate 
child care, and domestic violence, for starters. People 
don't show up when they should; they leave without ex¬ 
planation. Every day in every hotel, such issues threaten 
employees' livelihoods-and the hotelier's. 

The needs oflow-wage employees once were easy to ig¬ 
nore. If a dishwasher quit, after all, there always was some¬ 
one else happy to take the work. Not today, though. 
While the economy demands more and more highly edu¬ 
cated workers, the need persists for more maids, meat- 
packers, and sewing machine operators. Nearly 30 percent 
of all U.S. employees make $7.28 an hour or less, up from 
23.5 percent in 1973, according to the Economic Policy 
Institute. At the same time, with employment running at 
a low 5.2 percent rate in September, companies are hard- 
pressed in many places to find new workers. "It's critical 
that we become more skilled at managing this workforce," 
says Donna Klein, Marriott's director of work-life pro¬ 
grams. 

Marriott International, with a small group of other 
low-wage employers, is coming to terms with this chal¬ 
lenging, increasingly important group. Paying its U.S. 
workers a median rate of $7.40 an hour, including over¬ 
time, the hotelier resists offering the higher wages that 
would attract more qualified workers. It has waged often 
bitter battles, moreover, against attempts at unionization. 
Instead, it has embraced a host of informal and formal 
solutions-including employee stock options, a social- 
services referral network, day care, and welfare-to-work 
training classes-designed to keep workers on the job and 
keep guests satisfied. 

On one level, these are predictable responses as em¬ 
ployers try to avert pay raises amid signs of a labor crunch. 
"They'll do a host of things before putting money into 
people's pockets," says Harvard University economist 
Richard B. Freeman. And critics insist that Marriott sim¬ 
ply is taking advantage of vulnerable workers who can't 
get jobs elsewhere. But while its approach may hark back 
in some ways to the paternalistic labor strategies of old 


company towns, it has also launched something new: an 
attempt to forge a more lasting, more productive relation¬ 
ship with lower-wage workers. Employers "have returned 
full circle to a social contract with employees," notes Faith 
A. Wohl, director of the U.S. General Service Adminis¬ 
tration's Office of Workplace Initiatives. 

"A LOT OF BABYSITTING." Amid ever more in¬ 
tense competition, Marriott will thrive only if it can wring 
out bigger productivity gains and provide world-class serv¬ 
ice. Its human resources strategies win such results. Even 
without big pay hikes, Marriott employees often exhibit 
loyalty and even enthusiasm for their employer, and many 
feel they have a chance for advancement within the com¬ 
pany. Analysts say its employee turnover rate is well below 
most rivals'. 

There is a cost. Historically, it has been Marriott's hotel 
managers and supervisors who have helped solve workers' 
problems-playing social worker, in effect. "Many man¬ 
agers spend 15 percent of their time doing social work," ex¬ 
plains Clifford J. Ehrlich, Marriott International's senior 
vice president for human resources. "That's time not spent 
dealing with customer issues." They counsel employees 
confronting family problems, juggle shifts to accommodate 
erratic child care, or lend them money to pay pressing bills. 
"It's frustrating," says one Chicago area manager. "These 
employees need a lot of babysitting." 

Yet Marriott has forged unquestionably strong bonds 
with many employees. "Every day I put on this uniform, 
just like an NBA player," proudly proclaims Thong Lee, a 
bartender who has worked 16 years at the Seattle Mar¬ 
riott. Lee has never forgotten that his boss, Sandy Olson, 
shut down the hotel laundry where he used to work for a 
day so the entire staff could attend his mother's funeral. 
The gesture earned Lee's loyalty for life-though the stock 
options the company offers all employees haven't hurt, ei¬ 
ther. Lee, who learned all the English he knows from Mar¬ 
riott, now owns several rental properties funded by his 
Marriott stock and pay. 

BIG EXPANSION. Now Marriott is launching a range 
of corporate programs to alleviate the demands on local 
hotel managers-and to accommodate its aggressive 
growth plans. The chain expects to add 1,000 mostly fran¬ 
chised hotels by 2000, and managers who come aboard 
with franchisees may not buy into the social-worker role. 
At the same time, the ranks of Marriott managers have 
been thinned by about 5 percent in recent years. So new, 
institutionalized supports aim to replace the old one-on- 
one style. "Our philosophy hasn't changed ... but it's a 
more professional approach," says J.W. Marriott. 

Pathways to Independence, for example, is a company- 
developed class on basic work skills for former welfare re¬ 
cipients, offered at hotels in 15 cities. In June, the com¬ 
pany finished rolling out the Associate Resource Line, a 
national toll-free referral service that hooks up its workers 
with local social services. In December, it will start a 
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program in Washington, D.c., and two other sites to 
teach workers how to become better parents and partners. 
And next year, with two other hotel groups, Marriott will 
inaugurate Atlanta's Inn for Children, a 24-hour subsi¬ 
dized child care center. 

Marriott also has led 28 companies-including J.C. 
Penney, Hyatt International, McDonald's, ConAgra, and 
Levi Strauss-to study ways to improve management of 
low-wage employees. With the help of the Families and 
Work Institute, a nonprofit research outfit in Manhattan, 
the so-called Employer Group plans to share best prac¬ 
tices, create the first comprehensive demographic profile 
of this workforce, and advocate public policies that bene¬ 
fit low-wage workers-such as broader application of the 
Earned Income Tax Credit. 

MISUNDERSTANDINGS. Yet companies and unions 
still know relatively little about low-wage workers and 
their needs. Marriott only began studying its hourly-wage 
workforce in 1993, after realizing that child care benefits 
launched three years earlier had left many problems of this 
population unresolved. It immediately found that a quar¬ 
ter have some literacy problems-mostly difficulties 
speaking English. Overall, Marriott workers speak and 
read 65 different languages. 

Language barriers in this massive Babel can disrupt 
hotel operations-and worse. William D. Fleet, human re¬ 
sources director at the Seattle Marriott, where employees 
speak 17 languages, once fired a Vietnamese kitchen 
worker for wrongly accusing a chef of assault. Only after 
another employee was attacked by a kitchen worker did 
Fleet figure out that the Vietnamese employee had used 
the word chef to refer to all kitchen workers with white 
uniforms. The misunderstanding had led to the firing of a 
good staffer and delayed the arrest of a dangerous one. 

Marriott managers fear the inability to speak English 
also may get in the way of service. "People will do the 
things they do well and shy away from things that make 
them look foolish," says Fleet. That's why he instituted a 
comprehensive ESL program for staffers to take on com¬ 
pany time. After all, workers who know English interact 
better with guests. Teresa Ortiz, 'a housekeeper at the 
downtown San Francisco Marriott, once took a couple to 
the service elevator because she didn't know how to tell 
them how to get to the 39th floor. (An ESL graduate now, 
she says proudly, "I can tell them.") 

More than half of the Marriotts in the U.S. offer work¬ 
ers ESL classes-a relatively cheap and easy productivity 
device. Beyond language, however, looms the far greater 
challenge of managing epic cultural divides. Last year, 
with the help of a local refugee resettlement organization, 
the Des Moines Marriott hired 20 Bosnian immigrants to 
join a 60-member housekeeping staff. The Bosnians, who 
easily got legal status as refugees, helped plug the holes left 
by Mexican workers who fled after managers installed a 
new screening technique for uncovering illegal immi¬ 


grants. After finding a handful of undocumented workers, 
Marriott watched its applicant pool of predominantly 
Mexican workers evaporate. 

While the Bosnians came to the rescue, they brought 
other problems. New to America, they "don't have any¬ 
body" to help them here, says hotel services director 
Wanda Johnson. "You figure out their phone bills, enroll 
their kids in school, and set up doctors' appointments." 
More than that, their arrival was resented by remaining 
Mexican workers who still were being checked for immi¬ 
gration status. Managers had to keep the peace by reassur¬ 
ing them that the company was screening workers to com¬ 
ply with the law, not to dump them. 

When managers can overcome cultural divides, they 
win commitment. Sara Redwell, an assistant general man¬ 
ager at the North Arlington Heights (Illinois) Courtyard 
Hotel, started working at Marriott 12 years ago at age 23 
as a housekeeper after immigrating with her mother from 
Mexico. While taking ESL and other college classes, she 
was promoted to housekeeping manager in 1990 and, last 
year, to her present job. There, she supervises 20 employ¬ 
ees, most of whom are Spanish-speaking. She mentors 
food server Elodia Lopez, a Mexican immigrant whom she 
would like to promote to restaurant supervisor, by teach¬ 
ing her a new English phrase every day. "What Marriott 
gave to me, I want to give to others," she says. 

Can Marriott reproduce the same dedication with 
human resources systems sent down from headquarters? In 
some ways, such standardized programs could prove more ef¬ 
fective. Marriott's Associate Resource Line is offered in more 
than 100 languages-more than anyone manager could 
handle. So far, about 7,000 staffers have called and been as¬ 
signed a social worker, who finds them local help. Marriott 
anticipates savings of five times its $2 million investment 
from reduced turnover, absenteeism, and tardiness. 

Gladys Chacon, a single mother who is an accounting 
clerk at the Chicago Downtown Marriott, found child 
care last year for her six-year-old, Jazmine, through the re¬ 
source line. "If I hadn't found good day care, I would have 
had to quit my job," she says. In her previous job at a gro¬ 
cery, she had to stay home many days when an unreliable 
sitter didn't show. 

The Fatherhood Project, to be launched by the Fami¬ 
lies and Work Institute in December for Marriott in 
Washington, will teach male employees and spouses of fe¬ 
male ones how to become better fathers-a benefit other 
companies offer primarily for white-collar staffers. Surveys 
show that women view a more involved partner as a key 
stress reducer. "Less burnout at the workplace is the big 
payoff," says Marriott's Klein. Single fathers, such as 
Chicago recycling worker Tommie Powell, can take ad¬ 
vantage of the program, too. "It's hard working full-time 
and having teenagers at home," says Powell, who has a 16- 
year-old daughter and 19-year-old son. 

Powell and 600 other Marriott employees also have 
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benefited from Pathways to Independence. The six-week 
program, which could serve as a model for welfare reform 
takes hold, teaches business basics, such as showing up o~ 
time, and life lessons, such as self-esteem and personal fi¬ 
nancial management. One of the few companies with 
such a plan, Marriott works with federally funded local or¬ 
ganizations to split the $5,500-per-person costs. By target¬ 
ing welfare recipients, it harvests an overlooked labor 
pool-and Pathways graduates placed in Marriott jobs 
have a 13 percent turnover rate, far below the company's 
national average. 

Sabrina McWhite, who took the Pathways course last 
year and then left welfare, works in the kitchen at the 
Metro Center Marriott in Washington and wants to be¬ 
come a chef. A high school graduate who dropped out of 
the University of the District of Columbia, McWhite 
credits Pathways for teaching her "how to manage money 
correctly, how to always have backup for child care," and 
other responsibilities. With a regular paycheck now, she 
has been able to buy her four-year-old daughter a special 
book bag. "I feel so good I could give it to her," she says. 

Still, Marriott's critics keep asking. Why can't it simply 
pay higher wages! "Their hypocrisy stands out," saysjohn 
W. Wilhelm, secretary-treasurer of the hotel workers' 
union. Marriott, which insists its pay is comparable to 
union wages, says it has always tried to treat workers fairly. 
"We hire people who have never had jobs before and give 
them a chance," says J.W. Marriott. That's largely true. 
But this isn't a story about altruism. Marriott's unusual ap¬ 


proach to the low-wage dilemma is dictated by corporate 
self-interest: helping workers can cut costs and lift pro¬ 
ductivity. And that goes right to the bottom line. 

Questions 

1. In what ways are the issues that drive retention for low- 
skill workers similar to or different than the issues that 
drive retention among high-skill workers! Other than 
money, what inducements may mean more to low-skill 
workers relative to high-skill workers! What induce¬ 
ments mean the same to all workers'? 

2. Other than turnover, how might the responses of low- 
skill workers to dissatisfaction regarding the job or or¬ 
ganization be different than or similar to the responses 
of high-skill workers! If an organization wanted to 
monitor satisfaction levels among its employees, how 
might the nature of the monitoring program differ for 
high- versus low-skill workers? 

3. All of the programs aimed at retaining low-skill workers 
described in this end-of-chapter reading cost money, and 
some of them cost a great deal of money. Why would 
these employers spend money in this way, as opposed to 
just raising wages and attracting a higher-skill labor 
force? In your opinion, are these programs a hypocritical 
response on the part of employers who will do anything 
to avoid raising wages, or are they a realistic response 
given the nature of this segment of the workforce? 

SOURCE: Reprinted from November II, 1996 issue of BusinessWeek by 
special permission. Copyright © 1996 by The McGraw-Hill Companies,lnc. 
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Most jobs start with an interview, can and Hispanic communities in- After employees are hired, it is im- 

whether it’s conducted in person, by creasing in population where Beck portant to give them opportunities to 

phone, or even online. Interpersonal ’n’ Call is located. So it makes sense develop their skills and advance. This 

dynamics can affect those interviews, to recruit, develop, and retain em- practice not only enhances the em- 

so a human resource manager who is ployees who can relate to this broad- ployee-employer relationship but 

looking to develop a diverse work- ening customer base and meet their also boosts overall productivity of the 

force to meet company needs must needs in specific ways. company. Managers must also be 

be able to ask the right questions of a Managers at all companies, aware of the possibility of a “glass 

candidate and listen to the answers whether product or service oriented, ceiling,” an invisible barrier that sep- 

in an objective, controlled manner. can reap the rewards of diversity for arates female employees or those of 

The ultimate goal is to evaluate the their organizations if they practice different cultural or ethnic back- 

candidate fairly and accurately so ethnorelativism— the belief that grounds from top levels of the organ- 

that he or she fits well with job re- groups and subcultures are inher- ization. One way to guard against bar- 


quirements. As you’ll see in the 
video, two managers for the Beck ’n’ 
Call company are interviewing two 
job applicants, and how they con¬ 
duct the interviews and evaluate the 
applicants will affect both the organ¬ 
ization and the individuals—in the 
composition of the company’s work¬ 
force and the way those employees 
later develop in their positions. Both 
racial and gender issues enter into 
play in this scenario. 

The U.S. workforce is becoming 
increasingly diverse. Experts esti¬ 
mate that by 2006 the American 
workforce will be 72 percent Cau¬ 
casian, 11 percent African Ameri¬ 
can, 12 percent Hispanic, and 5 per¬ 
cent Asian and other ethnic or 
cultural groups. Companies that 
want to grow and remain competi¬ 
tive need to utilize the talents, expe¬ 
rience, and knowledge of workers 
from different backgrounds and cul¬ 
tures. If they do not, they may miss a 
golden opportunity to reach a larger 
customer base. The customer base 
for Beck ’n’ Call is growing more and 
more diverse, with African Ameri- 


ently equal. The first step toward 
this belief may be consciously recog¬ 
nizing their own tendencies toward 
ethnocentrism —the belief that their 
own cultures are superior. Once a 
person recognizes and acknowledges 
his or her own attitudes and stereo¬ 
typical beliefs, he or she can open up 
to new ideas and begin to change. 
For instance, conducting a struc¬ 
tured employment interview with 
questions that are standardized and 
focused on accomplishing defined 
goals will help promote ethnorela¬ 
tivism as opposed to ethnocentrism. 
In addition, the interview should 
contain questions that allow the job 
applicant to respond and demon¬ 
strate his or her competencies in 
ways that are job related, not per¬ 
sonal. Hunches and gut feelings 
should play a tiny part in such an in¬ 
terview, because once a job appli¬ 
cant becomes an employee, it’s the 
concrete evidence of performance 
that counts, not whether the inter¬ 
viewer and employer went to the 
same college or like the same sports 
teams. 


riers to advancement is to examine 
workforce composition and statistics. 
Do certain groups of employees top 
out at middle management positions? 
Is there a cluster of women and mi¬ 
norities near the bottom of the em¬ 
ployment ladder? Is upper manage¬ 
ment made up entirely of Caucasian 
males? If so, why? Do all employees 
receive equal training and opportuni¬ 
ties for advancement, or do some re¬ 
ceive preferential treatment, even if 
it isn’t obvious? Some studies indicate 
that companies may also have “glass 
walls,” which are invisible barriers to 
important lateral moves within the 
company. These barriers are just as 
important as the glass ceiling because 
a glass wall can prevent an employee 
from receiving training or experience 
in certain areas that would enable 
him or her to move up eventually. 
Studies confirm the existence of the 
glass ceiling and glass walls; one 
showed recently that 97 percent of 
the top U.S. managers are Caucasian 
and 95 percent of them are male. 
Limiting career advancement for cer¬ 
tain groups undermines morale at a 
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company and reduces productivity 
and competitiveness. If employees 
believe that no matter how well they 
perform they will never advance, 
they will not try their hardest for the 
organization. Because a company’s 
most important asset is its employees, 
it makes sense to be sure they have 
the opportunities to perform at the 
highest possible level of creativity 
and productivity. 

A firm like Beck ’n’ Call can do 
plenty to develop its workforce to its 
fullest potential: if the company 
hires one of the candidates in the 
videotaped interview, it can assign a 
mentor to the new hire to help her 
learn the ropes and identify ways to 
further her career within the organi¬ 
zation. It can also offer specific train¬ 
ing and opportunities for general ed¬ 
ucation. It can make sure that its 
approach to assessment is fair and 


accurate, and it can introduce 
benchmarking to help the employee 
mark her own progress. Down the 
road, it could consider ways to en¬ 
large her job. Of course, the com¬ 
pany must review its organizational 
culture to be sure no glass ceiling or 
glass wall exists. 

Thus an interview is much more 
important than a casual conversa¬ 
tion about a job. It is the first step to¬ 
ward shaping an organization’s fu¬ 
ture workforce. If it is conducted 
well, both parties win. 

Questions 

1. Evaluate the interviewers in 
terms of their interviewing tech¬ 
niques and follow-up. Did the 
managers conduct the interviews 
with unfair or discriminating 
practices? Did they evaluate the 
best person for the job fairly and 


accurately? What could or should 
they have done differently? 

2. Imagine that you were interview¬ 
ing either of these candidates. 
How would you conduct your in¬ 
terview? Write four or five ques¬ 
tions that you think should be 
asked to find the best applicant. 
Which candidate do you think 
you would hire, and why? (Be 
sure to think about long-term im¬ 
plications for both the employee 
and the organization.) 

3. Think of your own experience in 
job interviews. Based on what 
you now know about interview¬ 
ing, in what ways might you be 
able to improve your own tech¬ 
niques for participating in an in¬ 
terview as a job applicant? 

SOURCE: Bureau of Labor Statistics, “BLS 
Releases New 1996-2006 Employment 
Projections,” www.bls.gov/new.release/ecopro. 
nws.htffi; S. Nelton, “Nurturing Diversity,” 
Nation’s Business, June 1995, pp. 25-27. 
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Aligning compensation 
strategy with the organization's 
strategy can make a company 
more competitive, as was the 
case when Corning streamlined 
its salary and organizational 
structure. 



Changing 
Compensation 
to Support 
Changes in 
Corporate 
Strategy 

By realigning its strat¬ 
egy and compensation 
and benefits programs, 
Corning Inc., once a 
traditional economy 
company, is competing 
successfully in the new 
economy. First, the 
company divested it¬ 
self of several business 
units, including Corn¬ 
ing Consumer Prod¬ 
ucts. These divestitures 
reduced its annual rev¬ 
enues from $5 billion 


to $3 billion. Next 
Corning pursued a 
"high-octane" growth 
strategy in optical 
communications 
(optical fiber, cable 
systems, photo tech¬ 
nologies, optical net¬ 
working devices), 
environmental tech¬ 
nologies, display tech¬ 
nologies, and specialty 
materials. To support 
this shift in corporate 
strategy, Corning 
sought to support 
growth by creating an 
environment that bol¬ 
stered innovation, risk 
taking, teaming, and 
speed. One major 
change was in its com¬ 
pensation system. The 
salary structure was 
streamlined from 11 
grades to 5 broad 
bands for exempt em¬ 
ployees and from 7 


grades to 3 broad 
bands for nonexempt 
employees. In a new 
economy company, 
products have a short 
life cycle and change 
in markets is a way of 
life. This means that 
the nature of work also 
changes rapidly, so the 
detailed job descrip¬ 
tions and traditional 
promotion paths of the 
past may not fit this 
fluid environment. By 
changing its salary 
structure, Corning 
hopes to increase its 
ability to move quickly 
in responding to and 
anticipating customer 
needs in rapidly 
changing markets by 
encouraging flexibility, 
teamwork, and learn¬ 
ing among its employ¬ 
ees. Decentralizing 
more pay decisions to 


managers contributes 
to this flexibility, and 
giving employees an 
increasing stake in the 
success of the com¬ 
pany by making more 
employees eligible for 
stock options con¬ 
tributes to the in¬ 
creased focus on 
teamwork. Finally, em¬ 
ployee compensation 
is increasingly tied to 
individual employee 
learning and perform¬ 
ance as the broad 
bands allow managers 
more flexibility to rec¬ 
ognize outstanding 
achievements. 

SOURCE: B. Parus, "How an Old 
Economy Company Became a 
New Economy Enterprise," 
Workspan 44:6 (June 2001). pp. 
34-41. 
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Pay structure 

The relative pay of 
different jobs (job 
structure) and how 
much they are paid 
(pay level). 

Pay level 

The average pay, 
including wages, 
salaries, and 
bonuses, of jobs in 
an organization. 

Job structure 

The relative pay of 
jobs in an 
organization. 


••• Introduction 

Front the employer's point of view, pay is a powerful tool for furthering the organiza¬ 
tion's strategic goals. First, pay has a large impact on employee attitudes and behav¬ 
iors. It influences the kind of employees who are attracted to (and remain with) the 
organization, and it can be a powerful tool for aligning current employees' interests 
with those of the broader organization. Second, employee compensation is typically 

a significant organizational cost and thus requires close scrutiny. As Table 11.1 shows, 

total compensation (cash and benefits) averages 23 percent of revenues and varies 
both within and across industries, with the ratio of companies at the 75th percentile 
being approximately four times that of companies at the 25th percentile across all in¬ 
dustries. 

From the employees' point of view, policies having to do with wages, salaries, and 
other earnings affect their overall income and thus their standard of living. Both the 
level of pay and its seeming fairness compared with others' pay are important. Pay is 
also often considered a sign of status and success. Employees attach great importance 
to pay decisions when they evaluate their relationship with the organization. There¬ 
fore, pay decisions must be carefully managed and communicated. 

Pay decisions can be broken into two areas: pay structure and individual pay. In 
this chapter we focus on pay structure, which in turn entails a consideration of pay 
level and job structure. Pay level is defined here as the average pay (including wages, 
salaries, and bonuses) of jobs in an organization. (Benefits could also be included, but 
these are discussed separately in Chapter 13.) Job structure refers to the relative pay 
of jobs in an organization. Consider the same two jobs in two different organizations. 

In Organization l,jobs A and B are paid an annual average compensation of $40,000 
and $60,000, respectively. In Organization 2, the pay rates are $45,000 and $55,000, 
respectively. Organizations 1 and 2 have the same pay level ($50,000), hut the job 
structures (relative rates of pay) differ. 

Both pay level and job structure are characteristics of organizations and reflect deci¬ 
sions about jobs rather than about individual employees. This chapter's focus is on why 
and how organizations attach pay policies to jobs. In the next chapter we look within 
jobs to discuss the different approaches that can determine the pay of individual em¬ 
ployees as well as the advantages and disadvantages of these different approaches. 

Why is the focus on jobs in developing a pay structure? As the number of employ¬ 
ees in an organization increases, so too does the number of human resource manage¬ 
ment decisions. In determining compensation, for example, each employee must be 
assigned a rate of pay that is acceptable in terms of external, internal, and individual 


TABLE 11.1 
Total Compensation 
as a Percentage of 
Revenues 




PERCENTILE 


INDUSTRY 

10TH 

50TH 

75TH 


Manufacturing 



34 

All industries 

12 

v 23 * 

43 


SOURCE: Saratoga Institute, 2000 Human Capital Benchmarking Report (Santa Clara, CA, 2000). 
Reprinted with permission. 
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equity (defined later) and in terms of the employer's cost. Although each employee is 
unique and thus requires some degree of individualized treatment, standardizing the 
treatment of similar employees (those with similar jobs) can help greatly to make 
compensation administration and decision making more manageable and more equi¬ 
table. Thus pay policies are often attached to particular jobs rather than tailored en¬ 
tirely to individual employees . 


••• Equity Theory and Fairness 

In discussing the consequences of pay decisions, it is useful to keep in mind that em¬ 
ployees often evaluate their pay relative to that of other employees. Equity theory sug¬ 
gests that people evaluate the fairness of their situations by comparing them with 
those of other people. 1 According to the theory, a person (P) compares her own ratio 
of perceived outcomes 0 (pay, benefits, working conditions) to perceived inputs I (ef¬ 
fort, ability, experience) to the ratio of a comparison other (0). 


Op/Ip <, >, or = OJIJ 


If P’s ratio (O p /I p ) is smaller than the comparison other’s ratio (0 0 /I 0 ), underreward 
inequity results. If P’s ratio is larger, overreward inequity results, although evidence 
suggests that this type of inequity is less likely to occur and less likely to be sustained 
because P may rationalize the situation by reevaluating her outcomes less favorably or 
inputs (self-worth) more favorably. 2 

The consequences of p's comparisons depend on whether equity is perceived. If eq¬ 
uity is perceived, no change is expected in p's attitudes or behavior. In contrast, per¬ 
ceived inequity may cause P to restore equity. Some ways of restoring equity are coun¬ 
terproductive, including (1) reducing one's own inputs (not working as hard), (2) 
increasing one's outcomes (such as by theft), (3) leaving the situation that generates 
perceived inequity (leaving the organization or refusing to work or cooperate with 
employees who are perceived as overrewarded). 

Equity theory's main implication for managing employee compensation is that to 
an important extent, employees evaluate their pay by comparing it with what others 
get paid, and their work attitudes and behaviors are influenced by such comparisons. 
Consider the contract that shortstop Alex Rodriquez signed in 2000 with the Texas 
Rangers baseball team. Rodriguez will earn a minimum of $21 million to $27 million 
per year (plus incentives) du~ing the lO-year span of the contract. However, two key 
provisions could result in him earning substantially more money. One provision states 
that during the 2001 to 2004 seasons, his base compensation must be at least $2 mil¬ 
lion higher than any other shortstop's in major league baseball. A second provision 
permits Rodriquez to void seasons after 2008 unless his 2009 and 2010 base compen¬ 
sation is at least $1 million higher than any position player's in major league baseball. 
Otherwise, Rodriguez is free to leave the Rangers. These provisions that peg Ro¬ 
driguez's pay to other players' pay is a compelling example of the importance of being 
paid well in relative terms. 

Another implication is that employee perceptions are what determine thl:\ir eval¬ 
uation. The fact that management believes its employees are paid well compared 
with those of other companies does not necessarily translate into employees' beliefs. 
Employees may have different information or make different comparisons than man¬ 
agement. 



460 Part 4 Compensation of Human Resources 


TABLE 11.2 

Pay Structure Concepts and Consequences 


FOCUS OF 

PAY STRUCTURE ADMINISTRATIVE EMPLOYEE PAY CONSEQUENCES OF 

DECISION AREA TOOL COMPARISONS EQUITY PERCEPTIONS 



Market pay 
surveys 


External employee movement (attraction 
and retention of quality employees); 
labor costs; employee attitudes 
Internal employee movement 


Job structure 


Job evaluation 


Internal equity 


(promotion, transfer, job rotation); 


cooperation among employees; 


employee attitudes 


Two types of employee social comparisons of pay are especially relevant in making 
pay level and job structure decisions. (See Table 11.2.) First, external equity pay com¬ 
parisons focus on what employees in other organizations are paid for doing the same 
general job. Such comparisons are likely to influence the decisions of applicants to ac¬ 
cept job offers as well as the attitudes and decisions of employees about whether to 
stay with an organization or take a job elsewhere. (See Chapters 5 and 10.) The or¬ 
ganization's choice of pay level influences its employees’ external pay comparisons 
and their consequences. A market pay survey is the primary administrative tool or¬ 
ganizations use in choosing a pay level. 

Second, internal equity pay comparisons focus on what employees within the same 
organization, but in different jobs, are paid. Employees make comparisons with lower- 
level jobs, jobs at the same level (but perhaps in different skill areas or product divi¬ 
sions), and jobs at higher levels. These comparisons may influence general attitudes 
of employees; their willingness to transfer to other jobs within the organization; their 
willingness to accept promotions; their inclination to cooperate across jobs, func¬ 
tional areas, or product groups; and their commitment to the organization. The orga¬ 
nization's choice of job structure influences its employees' internal comparisons and 
the it consequences. Job evaluation is the administrative tool organizations use to de¬ 
sign job structures. 

Ill addition, employees make internal equity pay comparisons with others per¬ 
forming the same job. Such comparisons are most relevant to the following chapter, 
which focuses on using pay to recognize individual contributions and differences. 


We now turn to ways to choose and develop pay levels and pay structures, the con¬ 


sequences of such choices, and the ways two administrative tools-market pay sur¬ 


veys and job evaluation-help in making pay decisions . 


•• Developing Pay Levels, 

Market Pressures 

Any organization faces two important competitive market challenges in deciding what 
to pay its employees: product market competition and labor market competition. 





If you have ajob-or have had 
one in the past-how much 
money do you make? If you are 
uncomfortable discussing this 
subject, your employer may be 
happy. In fact, in a survey con¬ 
ducted by HRnext.com of Con¬ 
necticut, one-third of 345 
human resource managers 
polled said that their compa¬ 
nies actually forbid workplace 
discussions about pay. But that 
number is fewer than five years 
ago, when more than half of 
employers surveyed banned 
such discussions, perhaps out 
of fear that workers would per¬ 
ceive inequities in their pay. In 
fact, many companies relaxed 
their grip on secrecy about pay 
not only because of the recent 
tight labor market experience 
but because the National Labor 
Relations Board has ruled that 
employees must be free to talk 
about pay in the workplace-as 
a conversation related to their 
work. Beyond the legal issues, 
such prohibitions do little to 


foster good relationships be¬ 
tween employers and employ¬ 
ees. "In a day of difficult 
retention and recruitment is¬ 
sues, do you really want to 
have policies that can be 
viewed as punitive?" asks Lynn 
Outwater, a Pittsburgh manag¬ 
ing partner at a law firm based 
in New York. 

The financial giant American 
Express is one company that is 
relaxing its pay discussion pol¬ 
icy. Although the firm doesn't 
actively encourage pay discus¬ 
sions in the workplace, it is 
attempting to be more open 
about its compensation prac¬ 
tices. For instance, employees 
can ask their managers for in¬ 
formation about pay ranges or 
simply look up internal job 
postings. "It's a way to have an 
open dialogue within the com¬ 
pany," says American Express 
spokeswoman Molly Faust. The 
North Side Bank & Trust Co. in 
Ohio has also recently dropped 
a ban against pay discussions. 


The prohibition was eliminated 
from the employee handbook, 
and the bank's human resource 
manager circulated a memo de¬ 
scribing how the company's 
wages and salaries are deter¬ 
mined, using such factors as 
education, prior experience, 
and seniority. 

It's human nature for people 
to compare notes, and many 
experts think that it makes 
sense for companies to provide 
accurate information rather 
than letting rumors rule discus¬ 
sions. "People want to know if 
they're getting the best deal, 
so they're constantly looking to 
see what they're worth," notes 
Garth Andrus, a partner with 
Accenture, the large manage¬ 
ment consulting firm. 

SOURCE: American Express website, 
^vww.americanexpress.com~| accessed 
November 1, 2001; K.J. Dunham, "Employers 
Ease Bans on Workers Asking, 'What Do They 
Pay You?"’ The Waif Street Journal (May 1, 
2001), p. B10+. 


Product Market Competition 

First, organizations must compete effectively in the product market. In other words, 
they must be able to sell their goods and services at a quantity and price that will 
bring a sufficient return on their investment. Organizations compete on multiple di¬ 
mensions (quality, service, and so on), and price is one of the most important di¬ 
mensions. An important influence on price is the cost of production. 

An organization that has higher labor costs than its product market competitors 
will have to charge higher average prices for products of similar quality. Thus, for ex¬ 
ample, if labor costs are 30 percent of revenues at Company A and Company B, but 
Company A has labor costs that are 20 percent higher than those of Company B, we 
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would expect Company A to have product prices that are higher by (.30 x .20) = 6 
percent. At some point, the higher price charged by Company A will contribute to a 
loss of its business to competing companies with lower prices (like Company B). One 
study, for example, found that in the early 1990s the wage and benefit cost to produce 
a small car was approximately $1,700 for Ford, $1,800 for Chrysler, and $2,400 for 
General Motors. 3 Thus, if all other costs were equal. General Motors would have to 
sell the same quality car for $600 to $700 more than Ford or Chrysler. 

Therefore, product market competition places an upper bound on labor costs and com¬ 
pensation. This upper bound is more constrictive when labor costs are a larger share 
of total costs and when demand for the product is affected by changes in price (that 
is, when demand is elastic). Although costs are only one part of the competitive equa¬ 
tion (productivity is just as important), higher costs may result in a loss of business. 
In the absence of clear evidence on productivity differences, costs need to be closely 
monitored. 

What components make up labor costs? A major component is the average cost per 
employee. This is made up of both direct payments (such as wages, salaries, and 
bonuses) and indirect payments (such as health insurance. Social Security, and un¬ 
employment compensation). A second component of labor cost is the staffing level 
(number of employees). Not surprisingly, financially troubled organizations often seek 
to cut costs by focusing on one or both components. Staff reductions, hiring freezes, 
wage and salary freezes, and sharing benefits costs with employees are several ways of 
enhancing the organization's competitive position in the product market. 


Labor Market Competition 

A second important competitive market challenge is labor market competition. Essen¬ 
tially, labor market competition is the amount an organization must pay to compete 
against other companies that hire similar employees. These labor market competitors 
typically include not only companies that have similar products but also those in dif¬ 
ferent product markets that hire similar types of employees. If an organization is not 
competitive in the labor market, it will fail to attract and retain employees of suffi¬ 
cient numbers and quality. For example, even if a computer manufacturer offers newly 
graduated electrical engineers the same pay as other computer manufacturers, if au¬ 
tomobile manufacturers and other labor market competitors offer salaries $5,000 
higher, the computer company may not be able to hire enough qualified electrical en¬ 
gineers. Labor market competition places a lower bound on pay levels. 


Employees as a Resource 

Because organizations have to compete in the labor market, they should consider 
their employees not just as a cost but as a resource in which the organization has in¬ 
vested and from which it expects valuable returns. Although controlling costs di¬ 
rectly affects an organization's ability to compete in the product market, the organi¬ 
zation's competitive position can be compromised if costs are kept low at the expense 
of employee productivity and quality. Flaving higher labor costs than your competi¬ 
tors is not necessarily bad if you also have the best an- most effective workforce, one 
that produces more products of better quality. 

Pay policies and programs are one of the most important human resource tools for 
encouraging desired employee behaviors and discouraging undesired behaviors. 
Therefore, they must be evaluated not just in terms of costs but in terms of the returns 
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they generate-how they attract, retain, and motivate a high-quality workforce. For 
example, if the average revenue per employee in Company A is 20 percent higher 
than in Company B, it may not be important that the average pay in Company A is 
10 percent higher than in Company B. 


Deciding What to Pay 

Although organizations face important external labor and product market pressures 
in setting their pay levels, a range of discretion remains. 4 Flow large the range is de¬ 
pends on the particular competitive environment the organization faces. Where the 
range is broad, an important strategic decision is whether to pay above, at, or below 
the market average. The advantage of paying above the market average is the ability 
to attract and retain the top talent available, which can translate into a highly effec¬ 
tive and productive workforce. The disadvantage, however, is the added cost. 

Under what circumstances do the benefits of higher pay outweigh the higher costs? 
According to efficiency wage theory, one circumstance is when organizations have 
technologies or structures that depend on highly skilled employees. For example, or¬ 
ganizations that emphasize decentralized decision making may need higher-caliber 
employees. Another circumstance where higher pay may be warranted is when an or¬ 
ganization has difficulties observing and monitoring its employees' performance. It 
may therefore wish to provide an above-market pay rate to ensure the incentive to 
put forth maximum effort. The theory is that employees who are paid more than they 
would be paid elsewhere will be reluctant to shirk because they wish to retain their 
good jobs.s 


Efficiency wage 
theory 

A theory stating that 
wages influence 
worker productivity. 


Market Pay Surveys 

To compete for talent, organizations use benchmarking, a procedure in which it com¬ 
pares its own practices against those of the competition. In compensation manage¬ 
ment, benchmarking against product market and labor market competitors is typi¬ 
cally accomplished through the use of one or more pay surveys, which provide 
information on going rates of pay among competing organizations. 

The use of pay surveys requires answers to several important questions: 6 


Benchmarking 

Comparing an 
organization's 
practices against 
those of the 
competition. 


1. Which employers should be included in the survey? Ideally, they would be the 
key labor market and product market competitors. 

2. Which jobs are included in the survey? Because only a sample of jobs is ordinar¬ 
ily used, care must be taken that the jobs are representative in terms of level, 
functional area, and product market. Also, the job content must be sufficiently 
similar. 

3. If multiple surveys are used, how are all the rates of pay weighted and combined? 
Organizations often have to weight and combine pay rates because different sur¬ 
veys are often tailored toward particular employee groups (labor markets) or 
product markets. The organization must decide how much relative weight to give 
to its labor market and product market competitors in setting pay. 

Several factors affect decisions on how to combine surveys. 7 Product market com¬ 
parisons that focus on labor costs are likely to deserve greater weight when (1) labor 
costs represent a large share of total costs, (2) product demand is elastic (it changes 
in response to product price changes), (3) the supply oflabor is inelastic, and (4) em¬ 
ployee skills are specific to the product market (and will remain so). In contrast, labor 




Using lVlarke\ Pay Data 
in Setting a Pay Strategy 



Forel. The compensation com¬ 
mittee wants the compensation 
of Ford executives to be com¬ 
petitive in the worldwide auto 
industry and with major U.S. 
companies. Each year the com¬ 
mittee reviews a report from an 
outside consultant on Ford's 
compensation program for ex¬ 
ecutives. The report di$cusses 
all aspects/of cQmpensatiqn as 
well. a.s.i-hoVY-i.-.Fqrd'siprogral'l) 
cOrT)par~svyit~t~o—ofgther 
large. comp~nie~.B~seqonJthis 
rep9ft,its gvmf~vie~ of various 
parts of the program, and its 
assessment of the skills, experi¬ 
ence, and achievements of 
individual executives, the com¬ 


mittee decides the compensa¬ 
tion of executives. 

The consultant develops 
compensation data using a sur¬ 
vey of several leading 
companies picked by the con¬ 
sultant and Ford. General 
Motors and DaimlerChrysler 
were inoluded inithe survey. 
!;igbte~J'lile.~ding companies in 
other industries also were in- 
sludedbecause the job market 
for executives goes beyond the 
alltoindustry. Companies were 
picked based on size, reputa¬ 
tion, and business complexity. 

The committee looks at the 
size and success of the compa¬ 
nies and the types of jobs 


covered by the survey in deter¬ 
mining executive 
compensation. One goal of 
Ford's compensation program 
over time is to approximate the 
survey group's average com¬ 
pensation, adjusted for 
company size and performance. 
At higher levels in the organiza¬ 
tion, Ford strives to provide a 
compensation package that is 
higher than the survey group's 
average. In 2000, Ford's execu¬ 
tive salaries and long-term 
incentive awards generally were 
consistent with this goal. Data 
on bonuses for the surveyed 
companies are not yet avail¬ 
able, but the committee 


market comparisons may be more important when (1) attracting and retaining qual¬ 
ified employees is difficult and (2) the costs ( administrative, disruption, and so on) of 
recruiting replacements are high. 

As this discussion suggests, knowing what other organizations are paying is only 
one part of the story. It is also necessary to know what those organizations are getting 
in ret-Irn for their investment in employees. To find that out, some organizations ex¬ 
amine ratios such as revenues/employees and revenues/labor cost. The first ratio in¬ 
cludes the staffing component of employee cost but not the average cost per em¬ 
ployee. The second ratio, however, includes both. Note that comparing these ratios 
across organizations requires caution. For example, different industries rely on differ¬ 
ent labor and capital resources. So comparing the ratio of revenues to labor costs of a 
petroleum company (capital intensive, high ratio) to a bank (labor intensive, low 
ratio) would be like comparing apples and oranges. But within industries, such com¬ 
parisons can be useful. Besides revenues, other return-on-investment data might in¬ 
clude product quality, customer satisfaction, and potential workforce quality (such as 
average education levels). The "Competing by Meeting Stakeholders' Needs" box 
provides examples of how executive pay comparisons factor in product market, labor 
market, and business performance considerations. 
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expects Ford's 2000 bonuses to 
be above the average of the 
survey group. 

Coca-Cola. The company's ex¬ 
ecutive compensation policy is 
designed to establish an appro¬ 
priate relationship between 
executive pay and the creation 
of long-term shareholder value, 
while motivating and retaining 
key employees. To achieve 
these goals, the company's ex¬ 
ecutive compensation policy 
supplements annual base com¬ 
pensation with an opportunity 
to earn bonuses based on cor¬ 
porate performance as well as 
factors related to each individ¬ 
ual's performance. 

A compensation committee 
periodically compares base 
salary levels for its executives 
with those of other companies 
in the soft drink bottling indus¬ 
try, as well as other industries. 
The company strives to main¬ 
tain base executive salaries at a 
level that will permit it to com¬ 
pete with other major 


companies for managers with 
comparable qualifications and 
abilities. The compensation 
committee believes that the 
overall compensation of the 
company's executive officers 
places them above the median 
compensation of similarly situ¬ 
ated executives in all industries. 
Procter & Gamble. Compensa¬ 
tion for executives is based on 
the principles that compensa¬ 
tion must (a) be competitive 
with other quality companies in 
order to help, attract, motivate, 
and retain thetalant heeded to 
lead and grow Procter &Gam- 
bie's business; (b) provide- a 
strong incentive for key man¬ 
agers to achieve the company's 
goals; and (c) make prudent use 
of the company's resources. 
Procter & Gamble has an envi¬ 
able record of recruiting, 
retaining, and developing its 
executive talent from within- 
an achievement few other 
corporations have matched. 

Executive compensation is 


based on performance against 
a combination of financial and 
nonfinancial measures, includ¬ 
ing business results and 
developing organizational ca¬ 
pacity. In addition, executives 
are expected to uphold the fun¬ 
damental principles embodied 
in the company's Statement of 
Purpose, Values, and Principles 
plus the Sustainability Report 
and the Environmental Quality 
Policy. These include a commit¬ 
ment to integrity, doing the 
right thing, maximizing the de¬ 
velopment of each individual, 
devaloping a diverse organiza¬ 
tion and continually improving 
the environmental quality of 
products and operations. In up¬ 
holding these objectives, 
executives not only contribute 
to their own success, but also 
help ensure that the company's 
business, employees, share¬ 
holders, and communities will 
prosper. 

Excerpts from 2001 Ford, CQca-Cola, and 
Procter & Gamble proxy statements. 


Rate Ranges 

As the preceding discussion suggests, obtaining a single "going rate" of market pay is 
a complex task that involves a number of subjective decisions; it is both an art and a 
science. Once a market rate has been chosen, how is it incorporated into the pay 
structure? Typically-especially for white-collar jobs-it is used for setting the mid¬ 
point of pay ranges for either j9bs or pay grades (discussed next). Market survey data 
are also often collected on minimum and maximum rates of pay as well. The use of 
ranges permits a company to recognize differences in employee performance, senior¬ 
ity, training, and so forth in setting individual pay (discussed in the next chapter). For 
some blue-collar jobs, however, particularly those covered by collective bargaining 
contracts, there may be a single rate of pay for all employees within the job. 


Key Jobs and Nonkey Jobs 

In using pay surveys, it is necessary to make a distinction between two general types 
of jobs: key jobs (or benchmark jobs) and nonkey jobs. Key jobs have relatively sta¬ 
ble content and-perhaps most important-are common to many organizations. 
Therefore, it is possible to obtain market pay survey data on them. Note, however. 


Rate ranges 

Different employees 
in the same job may 
have different pay 
rates. 


Key jobs 
Benchmark jobs, 
used in pay surveys, 
that have relatively 
stable content and 
are common to 
many organizations. 
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Nonkey jobs 

Jobs that are unique 
to organizations and 
that cannot be 
directly valued or 
compared through 
the use of market 
surveys. 


that to avoid too much of an administrative burden, organizations may not gather 
market pay data on all such jobs. In contrast to key jobs, nonkey jobs are, to an im¬ 
portant extent, unique to organizations; thus, by definition, they cannot be directly 
valued or compared through the use of market surveys. Therefore, they are treated dif¬ 
ferently in the pay-setting process. 


Developing a Job Structure 

Although external comparisons of the sort we have been discussing are important, 
employees also evaluate their pay using internal comparisons. So, for example, a vice 
president of marketing may expect to be paid roughly the same amount as a vice pres¬ 
ident of information systems because they are at the same organizational level, with 
similar levels of responsibility and similar impacts on the organization's performance. 
A job structure can be defined as the relative worth of various jobs in the organiza¬ 
tion, based on these types of internal comparisons. We now discuss how such deci¬ 
sions are made. 


Job evaluation 

An administrative 
procedure used to 
measure internal job 
worth. 

Compensable 

factors 

The characteristics 
of jobs that an 
organization values 
and chooses to pay 
for. 


Job Evaluation 

One typical way of measuring internal job worth is to use an administrative procedure 
called job evaluation. A job evaluation system is composed of compensable factors 
and a weighting scheme based on the importance of each compensable factor to the 
organization. Simply stated, compensable factors are the characteristics of jobs that 
an organization values and chooses to pay for. These characteristics may include job 
complexity, working conditions, required education, required experience, and re¬ 
sponsibility. Most job evaluation systems use several compensable factors. Job analy¬ 
sis (discussed in Chapter 4) provides basic descriptive information on job attributes, 
and the job evaluation process assigns values to these compensable factors. 

Scores can be generated in a variety of ways, but they typically include input from 
a number of people. A job evaluation committee commonly generates ratings. Al¬ 
though there are numerous ways to evaluate jobs, the most widely used is the point- 
factor system, which yields job evaluation points for each compensable factor. 8 


The Point-Factor System 

After generating scores for each compensable factor on each job, job evaluators often 
apply a weighting scheme to account for the differing importance of the compensable 
factors to the organization. Weights can be generated in two ways. First, a priori 
weights can be assigned, which means factors are weighted using expert judgments 
about the importance of each compensable factor. Second, weights can be derived 
empirically based on how important each factor seems in determining pay in the labor 
market. (Statistical methods such as multiple regression can be used for this purpose.) 
For the sake of simplicity, we assume in the following example that equal a priori 
weights are chosen, which means that the scores on the compensable factors can be 
simply summed. 

Table 11.3 shows an example of a three-factor job evaluation system applied to 
three jobs. Note that the jobs differ in the levels of experience, education, and com¬ 
plexity required. Summing the scores on the three compensable factors provides an 
internally oriented assessment of relative job worth in the organization. In a sense, 
the computer programmer job is worth 41 percent (155/110 - 1) more than the com- 
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JOB TITLE 

COMPENSABLE FACTORS 

EXPERIENCE EDUCATION COMPLEXITY 

TOTAL 

TABLE 11.3 

Example of a Three- 
Factor Job 

Computer operator 


30 

.110 

Evaluation System 

Computer programmer 

40 

50 

65 

155 


; Systems analyst 

65 

60. . -.M 

85 . 




puter operator job, and the systems analyst job is worth 91 percent (210/110 - 1) 
more than the computer operator job. Whatever pay level is chosen (based on bench¬ 
marking and competitive strategy), we would expect the pay differentials to be some¬ 
what similar to these percentages. The internal job evaluation and external survey- 
based measures of worth can, however, diverge. 


Developing a Pay Structure 

In the example provided in Table 11.4, there are 15 jobs, 10 of which are key jobs. 
For these key jobs, both pay survey and job evaluation data are available. For the five 
nonkey jobs, by definition, no survey data are available, only job evaluation informa¬ 
tion. Note that, for simplicity's sake, we work with data from only two pay surveys and 
we use a weighted average that gives twice as much weight to survey 1. Also, our ex¬ 
ample works with a single structure. Many organizations have multiple structures that 


TABLE 11.4 

Job Evaluation and Pay Survey Data 


KEY 

JOB 

SURVEY 1 

SURVEY 2 

SURVEY 

COMPOSITE 

JOB JOB? JOB TITLE 

EVALUATION 

(SI) 

(S2) 

(2/3*S1 + 1/3*S2) 


A y 


B y Engineering tech I 

n Engineering tech II 165 

. .I. . [j i I IT© 

Accountant * 190 

Computer programmer—senior 225 


$1.73 

115 2,206 1,908 2,106 


E n 


G. V 

H n 

l Hi y 

K y 

L y 

M n 

N y 

. O iii 


W--' ' ' . ,. ; f - V. '■••• 

"tV; 

3,613 


255 


275 


Accountant—senior 
Systems analyst—senior 
Industrial engineer 
Chief accountant v 3 

Senior engineer 320 

•Seniorscientist 


3,099 

3,442 


— 

— 

- A,S06 «j 


4,270 

4,893 

5,652 v s 



Pi 

5,205 

5,496 4,794 

— . . vffl, 

7,026 6,572 


SOURCE: Adapted from S. Rynes, B. Gerhart, G.T. Milkovich, and J. Boudreau, Current Compensation Professional Institute 
(Scottsdale, AZ: American Compensation Association, 1988), Reprinted with permission. 
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correspond to different job families (like clerical, technical, and professional) or prod¬ 
uct divisions. 

How are the data in Table 11.4 combined to develop a pay structure? First, it is im¬ 
portant to note that both internal and external comparisons must be considered in 
making compensation decisions. However, because the pay structures suggested by in¬ 
ternal and external comparisons do not necessarily converge, employers must care¬ 
fully balance them. Studies suggest that employers may differ significantly in the de¬ 
gree to which they place priority on internal- or external-comparison data in 
developing pay structures. 9 

At least three pay-setting approaches, which differ according to their relative em¬ 
phasis on external or internal comparisons, can be identified. 10 


Market Survey Data 

The approach with the greatest emphasis on external comparisons (market survey 
data) is achieved by directly basing pay on market surveys that cover as many key jobs 
as possible. For example, the rate of pay for job A in Table 11.5 would be $1,919; for 
job B. $2,106; and for job C, $2,807. For nonkey jobs (jobs D. E, H, M, and 0), how¬ 
ever, pay survey information is not available, and we must proceed differently. Basi¬ 
cally, we develop a market pay policy line based on the key jobs (for which there are 
both job evaluation and market pay survey data available). As Figure 11.1 shows, the 
data can be plotted with a line of best fit estimated. This line can be generated using 
a statistical procedure (regression analysis). Doing so yields the equation -$661 + 
$22.69 X job evaluation points. In other words, the predicted monthly salary (based 


Pay Midpoints under Different Approaches 


KEY 

JOB JOB? JOB TITLE 


A 

y 

Computer operator 

1 I® 

110 

$1,919 

$1,835 

$2,175 

B 

y 

Engineering tech 1 


115 

2,106 

1,948 

2,175 

c 

y 

Computer programmer 


155 

2,807 

2,856 

3,310 

D 

n 

Engineering tech II 


165 

3,083 

3,083 

3,310 

E 

n 

Compensation analyst 

■ I #| 

170 

i 3,196 

3,196 

3,310 

F 

y 

Accountant 


190 

3,442 

3,650 

3,310 

11 G 

y 

Systems analyst 

, . ,»Vn i • ,'l\ Cii 

210 

4,134 

4,104 

4,444 

H 

n 

Computer programmer— 

-senior 

225 

4,444 

4,444 

4,444 

■ « ' 

y 

Director of personnel 

V | §| ijlll 

245 

4,823 

4,898 

4,444 

J 

y 

Accountant—senior 


255 

4,893 

5,125 

5,579 

« 

y 

Systems analyst—senior 

| - 

270 

5,796 

5,465 

5,579 

L 

y 

Industrial engineer 


275 

5,262 

5,579 

5,579 

M 

n 

Chief accountant 

5“ 

315 4 Will 

6,486 

6,486 

6,713 

N 

y 

Senior engineer 


320 

6,875 

6,600 

6,713 

lift 

T) 

Senior scientist 

lllllillii 

330 

6,826 

6,826 

6,713 


SOURCE: Adapted from S. Rynes, B. Gerhart, G.T. Milkovich, and J. Boudreau, Current Compensation Professional Institute 
(Scottsdale, AZ: American Compensation Association, 1988). Reprinted with permission. 


( 1 ) ( 2 ) 

JOB SURVEY PAY MIDPOINTS (3) 

EVALUATION + POLICY POLICY GRADES 


Pay policy line 

A mathematical 
expression that 
describes the 
relationship 
between a job's pay 
and its job 
evaluation points. 


TABLE 11.5 
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FIGURE 11.1 

Pay Policy Lines, 
Linear and Natural 
Logarithmic 
Functions 


on fitting a line to the key job data) is obtained by plugging the number of job eval¬ 
uation points into this equation. Thus, for example, job 0, a nonkey job, would have 
a predicted monthly salary of-$661 + $22.69 X 165 = $3,083. 

As Figure 11.1 also indicates, it is not necessary to fit a straight line to the job eval¬ 
uation and pay survey data. In some cases, a pay structure that provides increasing 
monetary rewards to higher-level jobs may be more consistent with the organization's 
goals or with the external market. For example, nonlinearity may be more appropri¬ 
ate if higher-level jobs are especially valuable to organizations and the talent to per¬ 
form such jobs is rare. The curvilinear function in Figure 11.1 is described by the 
equation: 


Natural logarithm of pay = $6.98 + .006 X job evaluation points 

Pay Policy Line 

A second pay-setting approach that combines information from external and internal 
comparisons is to use the pay policy line to derive pay rates for both key and nonkey 
jobs. This appmach differs from the first approach in that actual market rates are no 
longer used for key jobs. This introduces a greater degree of internal consistency into 
the structure because the pay of all the jobs is directly linked to the number of job 
evaluation points. 


Pay Grades 

A third approach is to group jobs into a smaller number of pay classes or pay grades. 
Table 11.6 (see also Table 11.5, last column), for example, demonstrates one possi¬ 
bility: a five-grade structure. Each job within a grade would have the same rate range 
(that is, would be assigned the same midpoint, minimum, and maximum). The ad¬ 
vantage of this approach is that the administrative burden of setting separate rates of 
pay for hundreds (even thousands) of different jobs is reduced. It also permits greater 


Pay grades 

Jobs of similar worth 
or content grouped 
together for pay 
administration 
purposes. 
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TABLE 11.6 


Sample Pay Grade Structure 


PAY GRADE 

JOB EVALUATION POINTS RANGE 

MONTHLY PAY RATE RANGE 

MINIMUM 

MAXIMUM 

MINIMUM 

MIDPOINT 

MAXIMUM 


100 

150^f T". 

$1,740 

$2,175 

!? $2,610 

2 

150 

200 

2,648 

3,310 

3,971 

3 

■| 200 

250 

3,555 

4,444 

5,333 

4 

250 

300 

4,463 

5,579 

6,694 

5 

300 

350 

5,370 

6,713 

8,056 


Range spread 

The distance 
between the 
minimum and 
maximum amounts 
in a pay grade. 


flexibility in moving employees from job to job without raising concerns about, for 
example, going from a job having 230 job evaluation points to a job with 215 job 
evaluation points. What might look like a demotion in a completely job-based system 
is often a nonissue in a grade-based system. Note that the range spread (the distance 
between the minimum and maximum) is larger at higher levels, in recognition of the 
fact that performance differences are likely to have more impact on the organization 
at higher job levels. (See Figure 11.2.) 

The disadvantage of using grades is that some jobs will be underpaid and others 
overpaid. For example, job C and job F both fall within the same grade. The midpoint 
for job C under a grade system is $3,310 per month, or about $400 or so more than 
under the two alternative pay-setting approaches. Obviously, this will contribute to 
higher labor costs and potential difficulties in competing in the product market. Un- 


F1GURE 11.2 

Sample Pay Grade 
Structure 



■ Raw 
- Policy 
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less there is an expected return to this increased cost, the approach is questionable. 
Job F, on the other hand, is paid between $130 and $340 less per month under the 
grades system than it would be otherwise. Therefore, the company may find it more 
difficult to compete in the labor market. 


Conflicts between Market Pay Surveys and Job Evaluation 

An examination of Table 11.5 suggests that the relative worth of jobs is quite similar 
overall, whether based on job evaluation or pay survey data. However, some incon¬ 
sistencies typically arise, and these are usually indicated by jobs whose average survey 
pay is significantly below or above the pay policy line. The closest case in Table 11.5 
is job L, for which the average pay falls significantly below the policy line. One pos¬ 
sible explanation is that a relatively plentiful supply of people in the labor market are 
capable of performing this job, so the pay needed to attract and retain them is lower 
than would be expected given the job evaluation points. Another kind of inconsis¬ 
tency occurs when market surveys show that a job is paid higher than the policy line 
(like job K). Again, this may reflect relative supply and demand, in this case driving 
pay higher. 

How are conflicts between external and internal equity resolved, and what are the 
consequences? The example of the vice presidents of marketing and information pro¬ 
cessing may help illustrate the type of choice faced. The marketing VP job may re¬ 
ceive the same number of job evaluation points, but market survey data may indicate 
that it typically pays less than the information-processing VP job, perhaps because of 
tighter supply for the latter. Does the organization pay based on the market survey 
(external comparison) or on the job evaluation points (internal comparison)? 

Emphasizing the internal comparison would suggest paying the two VPs the same. 
In doing so, however, either the VP of marketing would be "overpaid" or the VP of 
information processing would be "underpaid." The former drives up labor costs (prod¬ 
uct market problems); the latter may make it difficult to attract and retain a quality 
VP of information processing (labor market problems). 

Another consideration has to do with the strategy of the organization. In some or¬ 
ganizations (like Pepsi and Nike) the marketing function is critical to success. Thus, 
even though the market for marketing VPs is lower than that for information tech¬ 
nology VPs, an organization may choose to be a pay leader for the marketing position 
(pay at the 90th percentile, for example) but only meet the market for the informa¬ 
tion systems position (perhaps pay at the 50th percentile). In other words, designing 
a pay structure requires careful consideration of which positions are most central to 
dealing with critical environmental challenges and opportunities in reaching the or¬ 
ganization's goals. 11 

What about emphasizing external comparisons? Two potential problems arise. 
First, the marketing VP may be dissatisfied because she expects a job of similar rank 
and responsibility to that of the information technology VP to be paid similarly. Sec¬ 
ond. it becomes difficult to rotate people through different VP positions (for training 
and development) because going to the marketing VP position might appear as a de¬ 
motion to the VP of information processing. 

There is no one right solution to such dilemmas. Each organization must decide 
which objectives are most essential and choose the appropriate strategy. However, 
there seems to be a growing sentiment that external comparisons deserve greater 
weight because organizations are finding it increasingly difficult to ignore market 
competitive pressures.! 2 




Does the old saying, "Money 
isn't everything," hold true in 
the new economy when it 
comes to designing pay struc¬ 
tures for workers who have 
defected from traditional com¬ 
panies to seek fame and 
fortune in the Internet world? It 
seems to after all. A few years 
ago, when the economy was 
riding high on the promise of 
hundreds of dot-coms, workers 
in many fields were lured from 
their old economy jobs at Gap, 
Safeway, and Circuit City- 
along with law and investment 
firms, banks, accounting firms, 
and manufacturers. They left for 
positions at Internet companies 
that promised instant vesting of 
stock options, pay increases of 
10 percent and upward, and 
perks like roomy offices and 
glamorous vacations. 

But as the economy began 
its downturn and these workers 
realized that their new compa¬ 
nies might not be as steadfast 


as they had hoped, they began 
to return to the fold. One ac¬ 
countant was dismayed to find 
that his new firm charged cus¬ 
tomers' credit cards before ship¬ 
ping goods, fabricated reasons 
for late payments to vendors, 
and spent about $3 in market¬ 
ing and administrative costs for 
every $1 in sales. "They were 
doing virtual business with vir¬ 
tual money," he recalls. A year 
or so after joining the firm, he 
took a $7,000 pay cut to return 
to a more traditional accounting 
job. In California, several young 
associates left a prominent law 
firm to try working for online in¬ 
vestment bank WR Hambrecht 
& Co. A year later, three of the 
four had returned to the law 
firm because the online bank 
just wasn't up to its promised 
speed. 

Although employees are 
probably smarter than they were 
a few years ago, so are tradi¬ 
tional employers. The initial de¬ 


fection of workers has made 
many of them rethink how they 
compensate their staff. Many 
have moved to merit-based 
pay, increased salaries, and 
signing bonuses. Also, many of¬ 
fer stock options to lower-level 
employees and have flattened 
their organizational structure. 
These changes in compensation 
and organizational structure are 
partly due to a labor shortage 
and partly due to the demands 
of former online workers return¬ 
ing to traditional firms. Now 
managers of old-line companies 
must determine how to struc¬ 
ture the pay of those who re¬ 
mained loyal in light of those 
who are coming back. In the 
end, the old economy firms 
that have heeded the lessons of 
the failing dot-coms may actu¬ 
ally endure. 

SOURCE: Reprinted from April 24, 2000 issue 
of BusinessWeek by special permission. 
Copyright © 2000 by The McGraw-Hili 
Companies, Inc. 


Compa-ratio 

An index of the 
correspondence 
between actual and 
intended pay. 


Monitoring Compensation Costs 

Pay structure influences compensation costs in a number of ways. Most obviously, the 
pay level at which the structure is pegged influences these costs. However, this is only 
part of the story. The pay structure represents the organization's intended policy, but 
actual practice may not coincide with it. Take, for example, the pay grade structure 
presented earlier. The midpoint for grade 1 is $2,175, and the midpoint for grade 2 is 
$3,310. Now, consider the data on a group of individtpl employees in Table 11.7. One 
frequently used index of the correspondence between actual and intended pay is the 
compa-ratio, computed as follows: 

Grade compa-ratio = Actual average pay for grade/Pay midpoint for grade 


472 




CHAPTER 11 Pay Structure Decisions 473 


EMPLOYEE 

JOB 

PAY 

MIDPOINT 

EMPLOYEE 

COM PA-RATIOS 

TABLE 11.7 
Compa-Ratios for 


Grade 1 




Two Grades 

1 

Engineering tech 1 

$2,306 

$2,175 

1.06 


2 

Computer programmer 

2,066 

2,175 

.95 


3 

Engineering tech 1 

2,523 

2,175 

1.16 


4 

Engineering tech 1 

Grade 2 

2,414 

ft) 32175 

1.11 

1.07 


5 

Computer programmer 

3,906 

3,310 

1.18 


6 

Accountant 

3,773 

3,310 ft. 

1.14 


7 

Accountant 

3,674 

3,310 

1.11 

1.15 



The campa-ratio directly assesses the degree to which actual pay is consistent with 
the pay policy. A campa-ratio less than 1.00 suggests that actual pay is lagging behind 
the policy, whereas a campa-ratio greater than 1.00 indicates that pay (and costs) ex¬ 
ceeds that of the policy. Although there may be good reasons for compa- 
ratios to differ from 1.00, managers should also consider whether the pay structure is 
allowing costs to get out of control. 


Globalization, Geographic Region, and Pay Structures 

As Figure 11.3 shows, market pay structures can differ substantially across countries 
both in terms of their level and in terms of the relative worth of jobs. Compared with 
the labor market in Frankfurt, markets in Budapest and Bombay provide much lower 

levels of pay overall and much lower payoffs to skill, education, and advancement. 
These differences create a dilemma for global companies. For example, should a Ger¬ 
man engineer posted to Bombay be paid according to the standard in Frankfurt or 
Bombay? If Frankfurt, a sense of inequity is likely to exist among peers in Bombay. If 
the Bombay market standard is used, it may be all but impossible to find a German 
engineer willing to accept an assignment in Bombay. Typically, expatriate pay and 
benefits (like housing allowajlce and tax equalization) continue to be linked more 

closely to the home country. However, this link appears to be slowly weakening and 

now depends more on the nature and length of the assignment. 13 

Within the United States, Runzheimer International reports that 56 percent of 
companies have either a formal (30 percent) or informal (26 percent) policy that pro¬ 
vides for pay differentials based on geographic location. 14 These differentials are in¬ 
tended to prevent inequitable treatment of employees who work in more expensive 
parts of the country. For example, according to Runzheimer, the cost of living index 

for New York City is 24 percent higher than in the average metropolitan area, 

whereas it is about average in Milwaukee. Therefore, an employee receiving -annual 
pay of $50,000 in Milwaukee would require annual pay of more than $60,000 in New 
York City to retain the same purchasing power. The most common approach (74 
percent of companies) is to move an employee higher in the pay structure to com¬ 
pensate for higher living costs. However, the drawback of this approach is that it may 
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FIGURE 11.3 

Earnings in Selected Occupations in Seven Cities 



Frankfurt Seoul Bogota Budapest Jakarta Bombay Nairobi 
Earnings are adjusted to reflect purchasing power, 

SOURCE: World Bank, World Development Report 1995 (Oxford, England: Oxford University Press, 1995), p. 11. Reprinted 
with permission of World Bank via Copyright Clearance Center. 


be difficult to adjust the salary downward if costs in that location fall or the employee 
moves to a lower-cost area. Thus 22 percent of the companies choose to pay an on¬ 
going supplement that changes or disappears in the event of such changes. 


The Importance of Process: Participation 
and Communication 

Compensation management has been criticized for following the simplistic belief that 
“if the right technology can be developed, the right answers will be found.” 15 In real¬ 
ity, however, any given pay decision is rarely obvious to the diverse groups that make 
up organizations, regardless of the decision’s technical merit or basis in theory. Of 
course, it is important when changing pay practices to decide which program or com¬ 
bination of programs makes most sense, but it also matters how such decisions are 
made and how they are communicated. 16 

Participation 

Employee participation in compensation decision making can take many forms. For 
example, employees may serve on task forces charged with recommending and de¬ 
signing a pay program. They may also be asked to help communicate and explain its 
rationale. This is particularly true in the case of job evaluation as well as many of the 
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programs discussed in the next chapter. To date, for what are perhaps obvious reasons, 
employee participation in pay level decisions remains fairly rare. 

It is important to distinguish between participation by those affected by policies 
and those who must actually implement the policies. Managers are in the latter group 
(and often in the former group at the same time). As in other areas of human resource 
management, line managers are typically responsible for making policies work. Their 
intimate involvement in any change to existing pay practices is, of course, necessary. 


Communication 


A dramatic example of the importance of communication was found in a study of how 
an organization communicated pay cuts to its employees and the effects on theft rates 
and perceived equity. 17 Two organization units received 15 percent across-the-board 
pay cuts. A third unit received no pay cut and served as a control group. The reasons 
for the pay cuts were communicated in different ways to the two pay-cut groups. In 
the "adequate explanation" pay-cut group, management provided a significant 
amount of information to explain its reasons for the pay cut and also expressed sig¬ 
nificant remorse. In contrast, the "inadequate explanation" group received much less 
information and no indication of remorse. The control group received no pay cut 
(and thus no explanation). 

The control group and the two pay-cut groups began with the same theft rates and 
equity perceptions. After the pay cut. the theft rate was 54 percent higher in the "ad¬ 
equate explanation" group than in the control group. But in the "inadequate expla¬ 
nation" condition, the theft rate was 141 percent higher than in the control group. 
In this case communication had a large, independent effect on employees' attitudes 
and behaviors. 


Communication is likely to have other important effects. We know, for example, 
that not only actual pay but the comparison standard influences employee attitudes.Is 
Under two-tier wage plans, employees doing the same jobs are paid two different 
rates, depending on when they were hired. Moreover, the lower-paid employees do 
not ordinarily move into the higher-paying tier. Common sense might suggest that 
the lower-paid employees would be less satisfied, but this is not necessarily true. In 
fact, a study by Peter Cappelli and Peter Sherer found that the lower-paid employees 
were more satisfied on averaged 9 Apparently, those in the lower tier used different 
(lower) comparison standards than those in the higher tier. The lower-tier employees 
compared their jobs with unemployment or lower-paying jobs they had managed to 
avoid. As a result, they were more satisfied, despite being paid less money for the same 
work. This finding does not mean that two-tier wage plans are necessarily a good idea; 


indeed, they seem to be diminishing in number. Rather, consistent with equity the¬ 
ory, it shows that the way employees compare their pay with other jobs *1 n 11 i y i ii i ,1_ 

managers need to take this into consideration. Employees increasingly have access to GIFT OF 
salary survey information, which is likely to result in more comparison* . 

greater need for effective communication. I ^ * GUNDATION 

Managers play the most crucial communication role because of their cm^-to- J^OTF OR RE-SAr.fi 
teractions with their employees. Therefore, they must be prepared to explain ivhy Hid " - ® 

pay structure is designed as it is and to judge whether employee concerns about the 
structure need to be addressed with changes to the structure. One common issue is de¬ 


ciding when a job needs to be reclassified because of substantial changes in its con¬ 
tent. If an employee takes on more responsibility, she will often ask the manager for 
assistance in making the case for increased pay for the job. 
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Delayering 

Reducing the 
number of job 
within an 
organization. 


Finding and Keeping the Best Employees 

Military action against terrorism relies on the call-up of reservists and National Guard 
members. This poses challenges for employers, who must cover the work ordinarily 
done by employees away on military duty, and for employees, who can suffer financial 
hardship because their military pay often falls short of what they would be paid in 
their civilian jobs. In response, some employers have chosen to support their em¬ 
ployees by paying them the difference between their military and civilian earnings. 
One employer making this decision is the City of Los Angeles. Other companies 
adopting such a policy include Walt Disney Company, which will extend its policy 
from the normal 30 days of coverage to 180 days. Northrop Grumman will make up 
any difference in pay for one full year. Although such policies are expensive, these 
employers have decided that their relationship with employees is sufficiently impor¬ 
tant that they want to support them in what is already a very difficult time for them 
and their families. 

SOURCEDaily News, LosAngeles, California(October 3,2001) 


••• Current Challenges 

Problems with Job-Based Pay Structures 

The approach taken in this chapter, that of defining pay structures in terms of jobs 
and their associated responsibilities, remains the most widely used in practice.^ How¬ 
ever, job-based pay structures have a number of potentiallimitations.2 1 First, they may 
encourage bureaucracy. The job description sets out specific tasks and activities for 
which the incumbent is responsible and, by implication, those for which the incum¬ 
bent is not responsible. Although this facilitates performance evaluation and control 
by the manager, it can also encourage a lack of flexibility and a lack of initiative on 
the part of employees: "Why should I do that? It's not in my job description." Second, 
the structure's hierarchical nature reinforces a top-down decision making and infor¬ 
mation flow as well as status differentials, which do not lend themselves to taking ad¬ 
vantage of the skills and knowledge of those closest to production. Third, the bu¬ 
reaucracy required to generate and update job descriptions and job evaluations can 
become a barrier to change because wholesale changes to job descriptions can involve 
a tremendous amount of time and cost. Fourth, the job-based pay structure may not 
reward desired behaviors, particularly in a rapidly changing environment where the 
knowledge, skills, and abilities needed yesterday may not be very helpful today and 
tomorrow. Fifth, the emphasis on job levels and status differentials encourages pro- 
motion-seeking behavior but may discourage lateral employee movement because 
employees are reluctant to accept jobs that are not promotions or that appear to be 
steps down. 


Responses to Problems with Job-Based Pay Structures 

Delayering and Banding 

In response to the problems caused by job-based pay structures, some organizations are 
levels delayering, or reducing the number of job levels to achieve more flexibility in job as¬ 
signments and in assigning merit increases. Pratt and Whitney, for example, changed 
from 11 pay grades and 3,000 job descriptions for entry-level through middle- 
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TRADITIONAL STRUCTURE 

BANDED STRUCTURE 

TABLE 11.8 

GRADE 

TITLE 

BAND 

TITLE 

Example of Pay 
Bands 

14 

Senior accountant 

."■Ad . 

Senior accountant 


12 

Accountant III 




10 

Accountant II 

5 

Accountant 


8 

Accountant 1 





SOURCE: P. LeBlanc, Perspectives in Total Compensation 3, no. 3 (March 1992). pp. 1-6. Used with 
permission of the National Practice Director, Sibson & Company, Inc. 


management positions to 6 pay grades and several hundred job descriptions,2Z These 
broader groupings of jobs are also known as broad bands. Table 11.8 shows how band¬ 
ing might work for a small sample of jobs. IBM's change to broad bands was accom¬ 
panied by a change away from a point-factor job evaluation system to a more stream¬ 
lined approach to evaluating jobs, as Figure 11.4 shows. 

At the same time, IBM greatly reduced the bureaucratic nature of the system, 
going from 5,000 job titles and 24 salary grades to a simpler 1,200 jobs and 10 bands. 
Within their broad bands, managers were given more discretion to reward high per¬ 
formers and to choose pay levels that were competitive in the market for talent. 

One possible disadvantage of delayering and banding is a reduced opportunity for 
promotion. Therefore, organizations need to consider what they will offer employees 
instead. In addition, to the extent that there are separate ranges within bands, the 

new structure may not represent as dramatic a change as it might appear. These dis¬ 

tinctions can easily become just as entrenched as they were under the old system. 
Broad bands, with their greater spread between pay minimums and maximums, can 
also lead to weaker budgetary control and rising labor costs. Alternatively, the greater 

spread can permit managers to better recognize high performers with high pay. It can 

also permit the organization to reward employees for learning. 


Paying the Person: Pay for Skill, Knowledge, and Competency 
A second, related response to job-based pay structure problems has been to move 
away from linking pay to j9bs and toward building structures based on individual 
characteristics such as skill or knowledge.23 Competency-based pay is similar but usu¬ 
ally refers to a plan that covers exempt employees (such as managers). The basic idea 
is that if you want employees to learn more skills and become more flexible in the jobs 

they perform, you should pay them to do it. (See Chapter 7 for a discussion of the im¬ 

plications of skill-based pay systems on training.) According to Gerald Ledford, how¬ 
ever, it is "a fundamental departure" because employees are now "paid for the skills 

they are capable of using, not for the job they are performing at a particular point in 

time."z4 

Skill-based pay systems seem to fit well with the increased breadth and ,depth of 
skill that changing technology continues to bring,2S For example, in a production en¬ 
vironment, workers might be expected not only to operate machines but also to take 
responsibility for maintenance and troubleshooting, quality control, even modifying 
computer programs.^ Toyota concluded years ago that "none of the specialists [e.g., 


Skill-based pay 

Pay based on the 
skills employees 
acquire and are 
capable of using. 
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FIGURE 11.4 

IBM's New Job Evaluation Approach 


Below is an abbreviated schematic illustration of the new—and simple—IBM job evaluation approach: 

POSITION REFERENCE GUIDE 


Band 


Skills required 


Leadership/Contribution 


Scope/Impact 



Both the bands and the 
approach are global. In the U.S., 
bands 1-5 are nonexempt; bands 
6-10 are exempt. Each cell in the 
table contains descriptive 
language about key job 
characteristics. Position 
descriptions are compared to the 
chart and assigned to bands on a 
best fit" basis. There are no points or 
scoring mechanisms. Managers assign 

_ employees to bands by selecting a position 

description that most closely resembles the work 
being done by an employee using an online position 
description library. 


Factors: Leadership/Contribution 

Band 06: Understand the mission of the 
professional group and vision in 
own area of competence. 

Band 07: Understand the departmental 
mission and vision. 

Band 08: Understand departmentai/functional 
mission and vision. 

Band 09: Has vision of functional or unit mission. 

Band 10: Has vision of overall strategies. 


That's it! 


SOURCE: A.S. Richter, "Paying the People in Black at Big Blue," Compensation and Benefits Review, May-June 1998, 
pp. 51-59. Reprinted with permission of Sage Publications, Inc. 


quality inspectors, many managers, and foremen] beyond the assembly worker was ac¬ 
tually adding any value to the car. What’s more ... assembly workers could probably 
do most of the functions of specialists much better because of their direct acquain¬ 
tance with conditions on the line."27 

In other words, an important potential advantage of skill-based pay is its contri¬ 
bution to increased worker flexibility, which in turl\ facilitates the decentralization of 
decision making to those who are most knowledgeable. It also provides the opportu¬ 
nity for leaner staffing levels because employee turnover or absenteeism can now be 
covered by current employees who are multiskilled,2s In addition, multiskilled em¬ 
ployees are important in cases where different products require different manufactur- 
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ing processes or where supply shortages or other problems call for adaptive or flexible 
responses-characteristics typical, for example, of many newer so-called advanced 
manufacturing environments (like flexible manufacturing and just-in-time systems). 29 
More generally, it has been suggested that skill-based plans also contribute to a cli¬ 
mate of learning and adaptability and give employees a broader view of how the or¬ 
ganization functions. Both changes should contribute to better use of employees' 
know-how and ideas. Consistent with the advantages just noted, a field study found 
that a change to a skill-based plan led to better quality and lower labor costs in a man¬ 
ufacturing plant.30 

Of course, skill-based and competency-based approaches also have potential dis- 
advantages.^l First, although the plan will likely enhance skill acquisition, the organ¬ 
ization may find it a challenge to use the new skills effectively. Without careful plan¬ 
ning, it may find itself with large new labor costs but little payoff. In other words, if 
skills change, work design must change as quickly to take full advantage. Second, if 
pay growth is based entirely on skills, problems may arise if employees "top out" by 
acquiring all the skills too quickly, leaving no room for further pay growth. (Of course, 
this problem can also afflict job-based systems.) Third, and somewhat ironically, skill- 
based plans may generate a large bureaucracy-usually a criticism of job-based sys¬ 
tems. Training programs need to be developed. Skills must be described, measured, 
and assigned monetary values. Certification tests must be developed to determine 
whether an employee has acquired a certain skill. Finally, as if the challenges in ob¬ 
taining market rates under a job-based system were not enough, there is almost no 
body of knowledge regarding how to price combinations of skills (versus jobs) in the 
marketplace. Obtaining comparison data from other organizations will be difficult 
until skill-based plans become more widely used. 


Can the U.S. Labor Force Compete? 

We often hear that U.S. labor costs are simply too high to allow U.S. companies to 
compete effectively with companies in other countries. The average hourly labor 
costs (cash and benefits) for manufacturing production workers in the United States 
and in other advanced industrialized and newly industrialized countries are given in 
the following table in U.S. dollars:32 


1985 1990 1995 1997 1999 



Based solely on a cost approach, it would perhaps make sense to try to shift many 
types of production from Germany and Japan to the United States and from the 
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United States to other countries, particularly the newly industrialized countries. 
Would this be a good idea? Not necessarily. There are several factors to consider. 


Instability of Country Differences in Labor Costs 

First, note that relative labor costs are very unstable over time. For example, in 1985, 
U.S. labor costs were (13.01/9.57) or 36 percent greater than those of (West) 
Germany. But by 1990, the situation was reversed, with (West) German labor costs 
exceeding those of the United States by (21.53/14.77), or 46 percent, and remaining 
higher. Did German employers suddenly become more generous while U.S. employ¬ 
ers clamped down on pay growth? Not exactly. Because all our figures are expressed in 
U.S. dollars, currency exchange rates influence such comparisons, and these ex¬ 
change rates often fluctuate significantly from year to year. For example, in 1985, 
when German labor costs were 74 percent of those in the United States, the U.S. dol¬ 
lar was worth 2.94 German marks. But in 1990 the U.S. dollar was worth 1.62 Ger¬ 
man marks. If the exchange rate in 1990 were still 1 to 2.94, the average German 
hourly wage in U.S. dollars would have been $11.80, or about 80 percent of the U.S. 
average. In any event, relative to countries like Germany, U.S. labor costs are now a 
bargain; this explains, in part, decisions by BMW and Mercedes-Benz to locate pro¬ 
duction facilities in South Carolina and Alabama, respectively, where labor costs are 
lower than Germany's by 30 percent or more. 


Skill Levels 

Second, the quality and productivity of national labor forces can vary dramatically. 
This is an especially important consideration in comparisons between labor costs in 
industrialized countries like the United States and developing countries like Mexico. 
For example, the high school graduation rate in the United States is 88 percent ver¬ 
sus 25 percent in Mexico)3 Thus, lower labor costs may reflect the lower average skill 
level of the workforce; certain types of skilled labor may be less available in 
low-labor-cost countries. On the other hand, any given company needs only enough 
skilled employees for its own operations. Some companies have found that low labor 
costs do not necessarily preclude high quality. 


Productivity 

Third, and most directly relevant, are data on comparative productivity and unit 
labor costs, essentially meaning labor cost per hour divided by productivity per hour 
worked. One indicator of productivity is gross domestic product (or total output of 
the economy) per person, adjusted for differences in purchasing power. On this meas¬ 
ure, the United States fares welL In 2000 these figures (in U.S. dollars) were34 


United States 

$36,000 

Japan 

$25,600 

Germany 

$24,900 

Korea 

$17,700 

France 

$23,200 

Mexico 

$ 9,000 
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The combination of lower labor costs and higher productivity translates into lower 
unit labor costs in the United States than in Japan and Western Europe.35 


Nonlabor Considerations 

Fourth, any consideration of where to locate production cannot be based on labor 
considerations alone. For example, although the average hourly labor cost in Coun¬ 
try A may be $15 versus $10 in Country B, if labor costs are 30 percent of total oper¬ 
ating costs and non labor operating costs are roughly the same, then the total operat¬ 
ing costs might be $65 (50 + 15) in Country A and $60 (50 + 10) in Country B. 
Although labor costs in Country Bare 33 percent less, total operating costs are only 
7.7 percent less. This may not be enough to compensate for differences in skills and 
productivity, transportation costs, taxes, and so on. Further, the direct labor compo¬ 
nent of many products, particularly high-tech products (such as electronic compo¬ 
nents), may often be 5 percent or less. Thus the effect on product price competitive¬ 
ness may be insignificant.36 

In fact, an increasing number of organizations have decided that it is more impor¬ 
tant to focus on nonlabor factors in deciding where to locate production.37 Product 
development speed may be greater when manufacturing is physically close to the de¬ 
sign group. Quick response to customers (like making a custom replacement product) 
is difficult when production facilities are on the other side of the world. Inventory lev¬ 
els can be dramatically reduced through the use of manufacturing methods like just- 
in-time production, but suppliers need to be in close physical proximity. 


Executive Pay 

The issue of executive pay has been given widespread attention in the press. The 
topic has received more coverage than it deserves because there are very few top ex¬ 
ecutives and their compensation accounts for only a small share of an organization's 
total labor costs. On the other hand, top executives have a disproportionate ability to 
influence organization performance, so decisions about their compensation are criti¬ 
cal. Top executives also help set the tone or culture of the organization. If, for exam¬ 
ple, the top executive's pay seems unrelated to the organization's performance, stay¬ 
ing high even when business is poor, employees may not understand why some of 
their pay should be at risk and depend on how the organization is performing. 

How much do executives make? Table 11.9 provides some data. Note that long¬ 
term compensation, typically in the form of stock plans, is the major component of 
CEO pay in recent years because of the strong performance of the stock market. Table 
11.10 shows that some CEOs are paid well above the averages shown in Table 11.9. 
For example, John Reed of Citigroup received over $200 million in pay. 

As Table 11.11 shows, U.S. top executives are also the highest paid in the world. 
(These figures are lower than those from BusinessWeek because the latter pertain to 
larger companies.) The fact that the differential between top-executive pay and that 
of an average manufacturing worker is so much higher in the United States has been 
described as creating a "trust gap"-that is, in employees' minds, a "frame of mind 
that mistrusts senior management's intentions, doubts its competence, and resents its 
self-congratulatory pay." The issue becomes even more salient at a time when so many 
of the same companies with high executive pay are simultaneously engaging in lay¬ 
offs or other forms of employment reduction. Employees might ask. "If the company 
needs to cut costs, why not cut executive pay rather than our jobs?"38The issue is one 
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TABLE 11.9 

CEO Compensation: BusinessWeek Survey ("365 of the Country's Largest Companies") 



SALARY 

PLUS BONUS 

LONG-TERM 

COMPENSATION 

TOTAL 

COMPENSATION 

CHANGE IN 
PAY 

CHANGE IN* 
S&P 500 

CEO/WORKER** 

mib 

$2.7 million* 

$10.4-million* 

$13.1 million 

6% 

:• • 'V -<v / "i 

484*;, 

1999 

2.3 million 

10.1 million 

12.4 million 

17 


475 

1*98 

2.1 million 

8.5 million 

10.6 million 

36 

27 

419 

1997 

2.2 million 

5.6 million 

7.8 million 

35 

31 

326 

1996 

2.3 million 

3.2 million 

5.8 million 

54 

23 

: 209 k ‘ 


*Change in market value of the Standard & Poor's 500 group of companies 

**Ratio of CEO pay to hourly employee pay 

Estimated 

SOURCE: Reprinted from August 21, 1997 issue of BusinessWeek by special permission. Copyright © 1997 by The McGraw- 
Hill Companies, Inc. 



SOURCE: Reprinted from April 16, 2001 issue of BusinessWeek by special permission. Copyright © 
2001 by The McGraw-Hill Companies, Inc. 


TABLE 11.11 

Total Remuneration 

of CEOs in Selected S’ *" ' ,* 

CEO TOTAL 
REMUNERATION 

CEO/MANUFACTURING 

EMPLOYEE TOTAL 

REMUNERATION MULTIPLE 

Countries (U.S. 



dollars) United States 

$1,404,000 

31 

Brazil 

597,000 

60 

France 

540,000 

15 

Argentina 

861,000 

48 

Germany 

422,000 

11 

Japan 

546,000 

11 

Mexico 

649,000 

46 


Notes: Data based on a company with $500 million in sales; total remuneration includes salary, 
bonus, company contributions, perquisites, and long-term incentives. Table 11.11 values are based 
on much smaller companies than those in Table 11.9, thus explaining the table differences. 

SOURCE: Towers Perrin, "2000 Worldwide Total Remuneration," 'New York, 2000. 

of perceived fairness in difficult economic times. One study, in fact, reported that 
business units with higher pay differentials between executives and rank-and-file em¬ 
ployees had lower customer satisfaction, which was speculated to result from employ¬ 
ees' perceptions of inequity coming through in customer relations. 39 Perhaps more im- 
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portant than how much top executives are paid is how they are paid. This is an issue 
we return to in the next chapter . 


••• Government Regulation of Employee 
Compensation 

Equal Employment Opportunity 

Equal Employment Opportunity (EEO) regulation (such as Title VII and the Civil 
Rights Act) prohibits sex- and race-based differences in employment outcomes such 
as pay, unless justified by business necessity (like pay differences stemming from dif¬ 
ferences in job performance). In addition to regulatory pressures, organizations must 
deal with changing labor market and demographic realities. At least two trends are 
directly relevant in discussing EEO. First, women have gone from 33 percent of all 
employees in 1960 to 47 percent in 2001. Second, between 1960 and 2001, whites 
have gone from 90 percent to 84 percent of all employees. The percentage of white 
males in organizations will probably continue to decline, making attention to EEO is¬ 
sues in compensation even more important. 

Is there equality of treatment in pay determination? Typically, the popular press fo¬ 
cuses on raw earnings ratios. For example, in 2000, among full-time workers, the ratio 
of female-to-male median earnings was. 76, and the ratio of black-to-white earnings 
was. 79.4® These percentages have generally risen over the last two to three decades, 
but significant race and sex differences in pay clearly remain.41 

The usefulness of raw percentages is limited, however, because some portion of 
earnings differences arises from differences in legitimate factors: education, labor mar¬ 
ket experience, and occupation. Adjusting for such factors reduces earnings differ¬ 
ences based on race and sex, but significant differences remain. With few exceptions, 
such adjustments rarely account for more than half of the earnings differentia 1.42 

What aspects of pay determination are responsible for such differences? In the case 
of women, it is suggested that their work is undervalued. Another explanation rests 
on the "crowding" hypothesis, which argues that women were historically restricted 
to entering a small number of occupations. As a result, the supply of workers far ex¬ 
ceeded demand, resulting in lower pay for such occupations. If so, market surveys 
would only perpetuate the situation. 

Comparable worth (or pay equity) is a public policy that advocates remedies for any 
undervaluation of women's jobs. The idea is to obtain equal pay, not just for jobs of 
equal content (already mandated by the Equal Pay Act of 1963) but for jobs of equal 
value or worth. Typically, job evaluation is used to measure worth. Table 11.12, which 
is based on State of Washington data from one of the first comparable worth cases, 
suggests that measures of worth based on internal comparisons (job evaluation) and 
external comparisons (market surveys) can be compared. In this case many disagree¬ 
ments between the two measures appear. Internal comparisons suggest that women's 
jobs are underpaid, whereas external comparisons are less supportive of this argument. 
For example, although the licensed practical nurse job receives 173 job evaluation 
points and the truck driver position receives 97 points, the market rate (and thus the 
State of Washington employer rate) for the truck driver position is $1,493 per'month 
versus only $1,030 per month for the nurse. The truck driver is paid nearly 127 per¬ 
cent more than the pay policy line would predict, whereas the nurse is paid only 75 
percent of the pay policy line prediction. 

One potential problem with using job evaluation to establish worth independent 
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TABLE 11.12 

Job Evaluation Points, Monthly Prevailing Market Pay Rates, and Proportion of Incumbents in Job Who Are 
Female 


BENCHMARK 

TITLE 

MONTHLY 

EVALUATION PREVAILING 
POINTS RATES" 

PREVAILING RATE 
AS PERCENTAGE 
OF PREDICTED 1, 

PERCENTAGE 

OF FEMALE 
INCUMBENTS 

Warehouse worker 

'i'y.T-v 

97 

$1,286 

109.1% 

15.4% 

Truck driver 


97 

1,493 

126.6 

13.6 

Laundry worker 


105 

884 

73.2 

80.3 

Telephone operator 


118 

887 

71.6 

95.7 

Retail sales clerk 




74.3 

100.0 

Data entry operator 


125 

1,017 

82.1 

96.5 

Intermediate clerk typist 


bisatoHji. 

■{ fw) 'h v v,\ > { .H - A. 

968 

76.3 

96.7 

Highway engineering tech 


133 

1,401 

110.4 

11.1 

Word processing equipment operator 

138 

1,082 

83.2 

98.3 

Correctional officer 


173 

1,436 

105.0 

9.3 

Licensed practical nurse 

■ 

173 

1,030 

75.3 

89.5 

Automotive mechanic 


175 

1,646 

120.4 

0.0 

Maintenance carpenter 197 

Secretary , 197 

1,707 

1,122 

118.9 

78.1 

2.3 

98.5 

Administrative assistant 

226 

1,334 

90.6 

95.1 

Chemist 


111 

1,885 

116.0 

20.0 

Civil engineer 

1 

1 

OQ“7 

C&1 

1,885 

116.0 

0.0 

Highway engineer 3 


345 

1,980 

110.4 

3.0 

Registered nurse 


348 

1,368 

76.3 

92.2 

Librarian 3 


353 

1,625 

90.6 

84.6 

Senior architect 


362 

2,240 

121.8 

16.7 

Senior computer systems analyst 

384 

2,080 

113.1 

17.8 

Personnel representative 


410 

1,956 

101.2 

45.6 

Physician 


861 

3,857 

128.0 

13.6 


'Prevailing market rate as of July 1, 1980. Midpoint of job range set equal to this amount. 

bpredicted salary is based on regression of prevailing market rate on job evaluation points $2.43 X job evaluation points + 
936.19, r = .77. 

SOURCE: Reprinted with permission of Public Personnel Management, published by the International Personnel Management 
Association. 


of the market is that job evaluation procedures were never designed for this purpose . 43 
Rather, as demonstrated earlier, their major use is in helping to capture the market 
pay policy and then applying that to nonkey jobs for which market data are not avail¬ 
able. In other words, job evaluation has typically been used to help apply the market 
pay policy, quite the opposite of replacing the market in pay setting. 

As with any regulation, there are also concerns that EEO regulation obstructs mar¬ 
ket forces, which, according to economic theory, provide the most efficient means of 
pricing and allocating people to jobs. In theory, moving away from a reliance on mar¬ 
ket forces would result in some jobs being paid too much and others too little, lead¬ 
ing to an oversupply of workers for the former and 'an undersupply for the latter. In 
addition, some empirical evidence suggests that a comparable worth policy would not 
have much impact on the relative earnings of women in the private sector . 44 One lim¬ 
itation of such a policy is that it targets single employers, ignoring that men and 
women tend to work for different employers . 45 To the extent that segregation by em- 
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ployer contributes to pay differences between men and women, comparable worth 
would not be effective. In other words, to the extent that sex-based pay differences 
are the result of men and women working in different organizations with different pay 
levels, such policies will have little impact. 

Perhaps most important, despite potential problems with market rates, the courts 
have consistently ruled that using the going market rates of pay is an acceptable de¬ 
fense in comparable worth litigation suits. 46 The rationale is that organizations face 
competitive labor and product markets. Paying less or more than the market rate will 
put the organization at a competitive disadvantage. Thus there is no comparable worth 
legal mandate in the U.S. private sector. On the other hand, by the early 1990s, al¬ 
most one-half of the states had begun or completed comparable worth adjustments to 
public-sector employees' pay. In addition, in 1988 the Canadian province of Ontario 
mandated comparable worth in both the private and public sectors. 

Another line of inquiry has focused on pinpointing where women's pay falls be¬ 
hind that of men. Some evidence indicates that women lose ground at the time they 
are hired and actually do better once they are employed for some time.47 One inter¬ 
pretation is that when actual job performance (rather than the limited general qual¬ 
ification information available on applicants) is used in decisions, women may be less 
likely to encounter unequal treatment. If so, more attention needs to be devoted to 

ensuring fair treatment of applicants and new employees. 48 On the other hand, a 

"glass ceiling" is believed to exist in some organizations that allows women (and mi¬ 
norities) to come within sight of the top echelons of management, but not advance 

to them. 

It is likely, however, that organizations will differ in terms of where women's earn¬ 
ings disadvantages arise. For example, advancement opportunities for women and 

other protected groups may be hindered by unequal access to the "old boy" or infor¬ 
mal network. This, in turn, may be reflected in lower rates of pay. Mentoring programs 
have been suggested as one means of improving access. Indeed, one study found that 
mentoring was successful, having a significant positive effect on the pay of both men 

and women, with women receiving a greater payoff in percentage terms than men. 46 


Minimum Wage, Overtime, and Prevailing Wage Laws 

The 1938 Fair Labor Standards Act (FLSA) establishes a minimum wage for jobs 
that now stands at $5.15 per hour. State laws may specify higher minimum wages. The 
FLSA also permits a subminimum training wage that is approximately 85 percent of 
the minimum wage, which employers are permitted to pay most employees under the 
age of 20 for a period of up to 90 days. 

The FLSA also requires that employees be paid at a rate of one and a half times their 
hourly rate for each hour of overtime worked beyond 40 hours in a week. The hourly 
rate includes not only the base wage but also other components such as bonuses and 
piece-rate payments. The FLSA requires overtime pay for any hours beyond 40 in a 
week that an employer "suffers or permits" the employee to perform, regardless of 
whether the work is done at the workplace or whether the employer explicitly asked 
or expected the employee to do it. 50 If the employer knows the employee is working 
overtime but neither moves to stop it nor pays time and a half, a violation of the FLSA 
may have occurred. A department store was the target of a lawsuit that claimed 
employees were "encouraged" to, among other things, write thank-you notes to cus¬ 
tomers outside of scheduled work hours but were not compensated for this work. Al¬ 
though the company denied encouraging this off-the-clock work, it reached an out-of- 
court settlement to pay between $15 million and $30 million in back pay (plus legal 


Fair labor 
Standards Act 
(FISA) 

The 1938 law that 
established the 
minimum wage and 
overtime pay. 

Minimum wage 
The lowest amount 
that employers are 
legally allowed to 
pay; the 1990 
amendment of the 
Fair Labor Standards 
Act permits a 
subminimum wage 
to workers under 
the age of 20 for a 
period of up to 90 
days. 
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Exempt 

Employees who are 
not covered by the 
Fair Labor Standards 
Act. Exempt 
employees are not 
eligible for overtime 

pay- 


fees of $7.5 million) to approximately 85,000 sales representatives it employed be¬ 
tween 1987 and 1990.51 

Executive, professional, administrative, and outside sales occupations are exempt 
from FLSA coverage. Nonexempt occupations are covered and include most hourly 
jobs. One estimate is that just over 20 percent of employees fall into the exempt cat¬ 
egory.52 Exempt status depends on job responsibilities and salary, and the standards 
can be fairly complicated. For example, seven criteria, including whether two or more 
people are supervised and whether there is authority to hire and fire, are used to de¬ 
termine whether an employee is an executive. The Wage and Hour Division, Em¬ 
ployment Standards Administration, U.S. Department of Labor, and its local offices 
can provide further information on these definitions. 

Two pieces oflegislation-the 1931 Davis-Bacon Act and the 1936 Walsh-Healy 
Public Contracts Act-require federal contractors to pay employees no less than the 
prevailing wages in the area. Davis-Bacon covers construction contractors receiving 
federal money of more than $2,000. Typically, prevailing wages have been based on 
relevant union contracts, partly because only 30 percent of the local labor force is re¬ 
quired to be used in establishing the prevailing rate. Walsh-Healy covers all govern¬ 
ment contractors receiving $10,000 or more in federal funds. 

Finally, employers must take care in deciding whether a person working on its 
premises is classified as an employee or independent contractor. We address this issue 
in Chapter 13. 


A look Back 


We began this chapter by showing how one company supported a change in 
strategic direction through changes in its compensation strategy. Throughout this 
chapter, we have seen other examples of the importance of aligning compensa¬ 
tion strategy with the organization's strategy. In addition to the Corning example, 
we have seen how Coca-Cola, Ford, and Procter & Gamble pay their executives 
in a way that supports their strategy, and we have seen how IBM realigned its pay 
structure to support changes to its strategy for competing in evolving markets. 
We have seen in this chapter that pay structure decisions influence the success of 
strategy execution by influencing costs, employee perceptions of equity, and the 
way that different structures provide flexibility and incentives for employees to 
learn and be productive. 

Questions 

1. What types of changes have the companies discussed in this chapter made 
to their pay structures to support execution of their business strategies? 

2. Would other companies seeking to better align their pay structures with their 
business strategies benefit from imitating the changes made at these com¬ 
panies? 


Summary 



In this chapter we have discussed the nature of the pay isons are an important influence on how employees eval- 
structure and its component parts, the pay level, and the uate their pay. Employees make external comparisons be- 
job structure. Equity theory suggests that social compar- tween their pay and the pay they believe is received by 
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employees in other organizations. Such comparisons may 
have consequences for employee attitudes and retention. 
Employees also make internal comparisons between what 
they receive and what they perceive others within the or¬ 
ganization are paid. These types of comparisons may have 
consequences for internal movement, cooperation, and 
attitudes (like organization commitment). Such compar¬ 
isons play an important role in the controversy over exec¬ 
utive pay, as illustrated by the focus of critics on the ratio 
of executive pay to that of lower-paid workers. 

Pay benchmarking surveys and job evaluation are two 
administrative tools widely used in managing the pay level 
and job structure components of the pay structure, which 
influence employee social comparisons. Pay surveys also 
permit organizations to benchmark their labor costs 


against other organizations'. Globalization is increasing 
the need for organizations to be competitive in both their 
labor costs and productivity. 

The nature of pay structures is undergoing a funda¬ 
mental change in many organizations. One change is the 
move to fewer pay levels to reduce labor costs and bureau¬ 
cracy. Second, some employers are shifting from paying 
employees for narrow jobs to giving them broader respon¬ 
sibilities and paying them to learn the necessary skills. 

Finally, a theme that runs through this chapter and the 
next is the importance of process in managing employee 
compensation. How a new program is designed, decided 
on, implemented, and communicated is perhaps just as 
important as its core characteristics. 



1. You have been asked to evaluate whether your organi¬ 
zation's current pay structure makes sense in view of 
what competing organizations are paying. How would 
you determine what organizations to compare your or¬ 
ganization with? Why might your organization's pay 
structure differ from those in competing organizations? 
What are the potential consequences of having a pay 
structure that is out of line relative to those of your 
competitors? 

2. Top management has decided that the organization is 
too bureaucratic and has too many layers of jobs to 
compete effectively. Youhave been asked to suggest in¬ 
novative alternatives to the traditional "job-based" ap¬ 
proach to employee compensation and to list the ad¬ 
vantages and disadvantages of these new approaches. 


3. If major changes of the type mentioned in question 2 
are to be made, what types of so-called process issues 
need to be considered? Of what relevance is equity the¬ 
ory in helping to understand how employees might 
react to changes in the pay structure? 

4. Are executive pay levels unreasonable? Why or why 
not? 

5. Your company plans to build a new manufacturing 
plant but is undecided where to locate it. What factors 
would you consider in choosing in which country (or 
state) to build the plant? 

6. Youhave been asked to evaluate whether a company's 
pay structure is fair to women and minorities. How 
would you go about answering this question? 


K 


j 




Several websites provide salary surveys for clerical, profes¬ 
sional, and managerial jobs. One of these sites is Job Smart. 
Go to www.jobsmart.org. Click on “Salary Info” and then 
“Salary Surveys.” Click on “Profession-Specific Salary Sur¬ 
veys.” From the list of professions presented, choose one 
that interests you. Review the information provided. 


1. What is the value of this website for employers? For 
employees? 

2. From an HRM perspective, what are the advantages of 
using websites such as this one to establish salary 
ranges and adjust the current salary structure? What 
are the disadvantages? 



BusinessWeek 


Revenge of the "Managers" 


Many So-Called Supervisors Are Suing for Overtime Pay 

Until recently, few people questioned the way salaried em- vacations, without ever getting so much as a dime in over- 
ployees sweated and slaved, skipping dinners, parties, even time. Toiling longer and harder than anyone else in the 
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industrialized world was simply the price of going for the 
white-collar gold in the new economy's office Olympics. 
Overtime pay was often considered a blue-collar perk for 
the lowly hourly crowd. 

But thanks to some recent high-dollar settlements, the 
reinstatement of worker-friendly labor laws in California, 
and increased workloads throughout the 1990s, more and 
more workers are realizing they might be getting stiffed. 
The allegations are coming from all kinds of white-collar 
workers, including retail managers, reporters, pharmacists, 
sales reps, personal bankers, engineers, computer program¬ 
mers, claims adjusters, and even lawyers. In growing num¬ 
bers, these employees are filing suits and, in some cases, 
winning settlements for as many as four years of overtime 
pay, plus damages. In the case of General Dynamics Corp., 
this amounted to a $100 million award that is now on 
appeal. "It's exploding," says defense attorney Victor 
Schachter, a partner with San Francisco-based Fenwick & 
West LLP. "Companies that are not addressing these issues 
now are sitting ducks waiting to get shot at." 

Already, large corporations are quietly changing their 
compensation structures to avoid the legal land mines. 
They are enlarging jobs to include work that is truly man¬ 
agerial or reclassifying workers as nonexempt so that they 
qualify for the extra pay. For others, though, it's already 
too late. Companies such as U-Haul, Taco Bell, PepsiCo, 
AutoZone, Borders Books, Pacific Bell, Bridgestone/Fire¬ 
stone, and Wal-Mart, to name a few, have all been slapped 
with overtime suits. Ironically, even the nation's chief 
law enforcement agency-entrusted with policing the na¬ 
tion's wage and hour laws-has gotten into trouble over 
the issue. Last year more than 9,000 former and current 
Justice Department lawyers used a law mandating over¬ 
time pay for federal workers to file a class action against 
the department. 

OVERWORKED, UNDERPAID. It's not surprising 
that people are starting to seek revenge. The lawsuits 
come at a time when many of the overtired and over¬ 
worked, now fearful of losing their jobs in the slowdown, 
are becoming fed up with wl;at they describe as a kind of 
bait-and-switch tactic. By misclassifying them as managers 
exempt from overtime, companies can then load them up 
with work instead of hiring new people, avoiding the 
added payroll costs. In fact, some allege that all those 
record-breaking productivity gains of the new economy 
came not just on technology's back but also on theirs, es¬ 
pecially since the boom was largely achieved without hav¬ 
ing to dole out big wage hikes to the rank-and-file. "It's 
unfair, and we don't deserve to be treated like that," says 
Joyce Moses, a former claims adjuster who is now part of a 
successful class action against Farmers Insurance Group. 

Companies are getting into trouble in part because the 
nation's overtime laws were formed in the Industrial-not 
the Information-Age. Plus, the rules can be confusing, 

leaving lots of room for misinterpretation. Exemptions 


from overtime, federal laws state, are reserved for man¬ 
agers who either supervise two or more people, make big 
decisions affecting their corporations, or have the power 
to hire and fire. But in today's flat organizations, where 
even high-ranking executives often do their own word 
processing, "there's not a whole lot of people supervising 
other people anymore," says employment lawyer Lawrence 
Lorber, the former deputy assistant labor secretary under 
Gerald Ford. 

That's why experts estimate that as many as half of 
U.S. corporations may be misclassifying. Company execs 
insist that's a huge exaggeration. They point out that 
managerial titles benefit workers by putting them on a 
road toward career advancement. The confusion arises in 
part because the law pertains to the primary duty of a 
worker, while titles don't necessarily match those duties. 
Take James Horner, the general manager at U-Haul's 
Barstow (California) moving center. According to court 
records filed in a class action, Horner, like other U-Haul 
International Inc. managers, is expected to work at least 
60 hours a week with no overtime. U-Haul argues that its 
managers spend 50 percent or more of their time manag¬ 
ing, but the court found that they actually spend more 
time doing the same kind of work as hourly employees. In 
January 2001 a California Superior Court judge ruled 
against U-Haul, though the amount of restitution is still 
being determined. 

Though these suits are occurring across the country, 
most of them are being filed in California, where labor 
laws are stricter than the federal standards. In California, 
for example, a manager such as Horner has to spend more 
than half of his or her time managing the store and super¬ 
vise two or more employees in order to qualify for exemp¬ 
tion, whereas most states abide by the federal law, which 
mandates that managing must simply be the employee's 
primary duty. 

Cookie-cutter chains like U-Haul are vulnerable to 
these claims, experts say, because much of the decision 
making happens in central offices instead of at the stores. 
Retail and restaurant chains are also likely to be hard hit, 
they say, since computers at chains like AutoZone Inc. 
do almost everything a manager would-except lead the 
AutoZone cheer before sales meetings. 

CACHET. Not all workers want the extra pay they're 
entitled to, though. One reason companies have been left 
unchallenged for so long is because many employees feel 
their exempt status brings them a certain cachet. This 
prestige is something U-Haul execs, for one, try to em¬ 
phasize, saying that if they treated managers more like 
hourly employees, tl;ley would lose status in the eyes of 
their spouses, friends, coworkers, and future employers. 
Plus, salaried positions often come with better benefits 
and chances for stock options. 

Then again, if the slowdown continues and more work¬ 
ers find themselves laid off-or stuck putting in more 
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hours with no reward-more employees may come to pre¬ 
fer the pay over the prestige. 

Questions 

1. Do you think the "cachet" of being a manager makes 
up for longer hours at the same pay? 

2. Even though the law permits it, are there any potential 
drawbacks for an organization that works its managers 


long hours without paying them more? Are there con¬ 
sequences for perceived equity or motivation? 

3. Do you think the government should allocate more or 
fewer resources to enforcing the Fair Labor Standards 
Act? Why? 

SOURCE: Reprinted from March 12. 2001 issue of BusinessWeek by special 
permission. Copyright © 2001 by The McGraw-Hill Companies. Inc. 
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Objectives 

After reading this chapter, you should be able to: 


1. Describe the 
fundamental pay 
programs for 
recognizing 
employees' 
contributions to 
the organization's 
success. 


2. List the 
advantages and 
disadvantages of 
the pay programs. 

3. List the major 
factors to consider 
in matching the 
pay strategy to 
the organization's 
strategy. 


4. Explain the 
importance of 
process issues 
such as 
communication 
in compensation 
management. 


5. Describe how 
U.S. pay practices 
compare with 
those of other 
countries. 
















Positive employee attitudes 
can help an organization better 
execute its strategy. Should 
companies reward executives 
for achieving positive 
employee attitudes? 


Enter the 



Paying for 
Good 
Employee 
Relations 

Organizations under¬ 
stand that reaching fi¬ 
nancial objectives, or 
satisfying shareholders, 
depends to a consider¬ 
able degree on how 
well they manage rela¬ 
tionships with other im¬ 
portant stakeholders 
such as customers and 
employees. One sug¬ 
gestion has been to 
link compensation, in 
part, to customer satis¬ 
faction and employee 
satisfaction. Is this a 
good idea in the case 
of employee satisfac¬ 
tion? There is some dis¬ 
agreement on this 
issue. Eastman Kodak 
has, since 1995, used 


employee opinion sur¬ 
vey results as one fac¬ 
tor in deciding 
executive bonuses. 
Likewise, United Air¬ 
lines, which is em¬ 
ployee-owned, is 
moving to a system 
where executive 
bonuses will depend to 
some degree on em¬ 
ployee-satisfaction sur¬ 
veys. Although the idea 
of rewarding managers 
for good employee re¬ 
lations has some intu¬ 
itive appeal, there may 
be unintended conse¬ 
quences. Indeed, Gor¬ 
don Bethune, CEO of 
Continental Airlines, 
described such an idea 
as "absolutely stupid." 
Bethune argues, "Be¬ 
ing an effective leader 
and having a company 
where people enjoy 
coming to work is not a 
popularity contest. 

When you run popular¬ 
ity contests, you tend 


to do things that may 
get you more points. 
That may not be good 
for shareholders and 
may not be good for 
the company." This is 
not to say that Bethune 
and Continental do not 
see employee relations 
as an important part of 
their competitive ad¬ 
vantage. Continental 
was named the 2001 
airline of the year by 
Air Transport World 
and number 18 on For¬ 
tune's 2001 list of best 
companies to work for 
in America. And many 
companies use em¬ 
ployee opinion survey 
results to adjust their 
employee relations 
policies as needed. 
Rather, the issue is 
whether an incentive 
plan that expl icitly’ re¬ 
wards employee satis¬ 
faction will produce 
only intended positive 
consequences or might 


also produce unin¬ 
tended, less desirable 
consequences. Eas~ 
man Kodak and United 
are two examples of 
companies that have 
decided some direct in¬ 
centive makes sense, 
even if it is small rela¬ 
tive to other factors 
(like financial perform¬ 
ance) that determine 
executive pay. Other 
companies, even those 
that use strong em¬ 
ployee relations as an 
important source of 
competitive advantage, 
have been too con¬ 
cerned about unin¬ 
tended consequences 
to use explicit incen¬ 
tives. 

SOURCE: "Bottom-up Pay: 
Companies Regularly Survey 
How Employees Feel about Their 
Bosses, But They Rarely Use 
Ratings to Set Compensation," 

The Wall Street Journal (April 6. 
2000). p. R5+. 
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••• Introduction 

The opening vignette illustrates some of the challenges in using the employee com¬ 
pensation system to motivate desired outcomes. The problem is that the compensa¬ 
tion system sometimes leads to unintended consequences, even when rewarding key 
goals is the intended focus. The pay system must encourage behaviors that both con¬ 
tribute to profits in the short run and build customer satisfaction for long-term suc¬ 
cess. However, there are different opinions on how to do that. 

The preceding chapter discussed setting pay for jobs. In this chapter we focus on 
using pay to recognize and reward employees' contributions to the organization's suc¬ 
cess. Employees' pay does not depend solely on the jobs they hold. Instead, differences 
in performance (individual, group, or organization), seniority, skills, and so forth are 
used as a basis for differentiating pay among employees. 1 

Several key questions arise in evaluating different pay programs for recognizing 
contributions. First, what are the costs of the program? Second, what is the expected 
return (in terms of influences on attitudes and behaviors) from such investments? 
Third, does the program fit with the organization's human resource strategy and its 
overall business strategy? 

Organizations have a relatively large degree of discretion in deciding how to pay, 
especially compared with the pay level decisions discussed in the previous chapter. 
The same organizational pay level (or "compensation pie") can be distributed 
("sliced") among employees in many ways. Whether each employee's share is based 
on individual performance, profits, seniority, or other factors, the size of the pie (and 
thus the cost to the organization) can remain the same. 

Regardless of cost differences, different pay programs can have very different con¬ 
sequences for productivity and return on investment. Indeed, a study of how much 
150 organizations paid found not only that the largest differences between organiza¬ 
tions had to do with how they paid but that these differences resulted in different lev¬ 
els of profitability.z 


••• How Does Pay Influence Individual 
Employees? 

Pay plans are typically used to energize, direct, or control employee behavior. Equity 
theory, described in the previous chapter, is relevant here as well. Most employees com¬ 
pare their own pay with that of others, especially those in the same job. Perceptions of 
inequ'ity may cause employees to take actions to restore equity. Unfortunately, some of 
these actions (like quitting or lack of cooperation) may not help the organization. 

Three additional theories also help explain compensation's effects: reinforcement, 
expectancy, and agency theories. 

Reinforcement Theory 

E. L. Thorndike's Law of Effect states that a response followed by a reward is more 
likely to recur in the future. The implication for compensation management is that 
high employee performance followed by a monetary reward will make future high per¬ 
formance more likely. By the same token, high performance not followed by a reward 
will make it less likely in the future. The theory emphasizes the importance of a per¬ 
son's actual experience of a reward. 
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Expectancy Theory 

Although expectancy theory also focuses on the link between rewards and behaviors, 
it emphasizes expected (rather than experienced) rewards. In other words, it focuses 
on the effects of incentives. Behaviors (job performance) can be described as a func¬ 
tion of ability and motivation. In turn, motivation is hypothesized to be a function of 
expectancy, instrumentality, and valence perceptions. Compensation systems differ 
according to their impact on these motivational components. Generally speaking, the 
main factor is instrumentality: the perceived link between behaviors and pay. Valence 
of pay outcomes should remain the same under different pay systems. Expectancy per¬ 
ceptions (the perceived link between effort and performance) often have more to do 
with job design and training than pay systems. A possible exception would be skill- 
based pay, which directly influences employee training and thus expectancy percep¬ 
tions. 

Although expectancy theory implies that linking an increased amount of rewards 
to performance will increase motivation and performance, some authors have ques¬ 
tioned this assumption, arguing that monetary rewards may increase extrinsic moti¬ 
vation but decrease intrinsic motivation. Extrinsic motivation depends on rewards 
(such as pay and benefits) controlled by an external source, whereas intrinsic moti¬ 
vation depends on rewards that flow naturally from work itself (like performing in¬ 
teresting work)) In other words, paying a child to read books may diminish the child's 
natural interest in reading, and the child may in the future be less likely to read books 
unless there are monetary incentives. Although monetary incentives may reduce in¬ 
trinsic motivation in some settings (such as education), the evidence suggests that 
such effects are small and isolated in work settings. 4 Therefore, while it is important 
to keep in mind that money is not the only effective way to motivate behavior and 
that monetary rewards will not always be the answer to motivation problems, it does 
not appear that monetary rewards run much risk of compromising intrinsic motiva¬ 
tion in most work settings. 


Expectancy theory 

The theory that says 
a motivation is a 
function of valence, 
instrumentality, and 
expectancy. 


Agency Theory 

This theory focuses on the divergent interests and goals of the organization's stake¬ 
holders and the ways that employee compensation can be used to align these inter¬ 
ests and goals. We cover agency theory in some depth because it provides especially 
relevant implications for compensation design. 

An important characteristic'of the modem corporation is the separation of own¬ 
ership from management (or control). Unlike the early stages of capitalism, where 
owner and manager were often the same, today, with some exceptions (mostly smaller 
companies), most stockholders are far removed from the day-to-day operation of com¬ 
panies. Although this separation has important advantages (like mobility of financial 
capital and diversification of investment risk), it also creates agency costs-the in¬ 
terests of the principals (owners) and their agents (managers) may no longer con¬ 
verge. What is best for the agent, or manager, may not be best for the owner. 

Three types of agency costs arise in managerial compensation. 8 First, although 
shareholders seek to maximize their wealth, management may spend money on things 
such as perquisites (corporate jets, for example) or "empire building" (making acqui¬ 
sitions that do not add value to the company but may enhance the manager's prestige 
or pay). Second, managers and shareholders may differ in their attitudes toward risk. 
Shareholders can diversify their investments (and thus their risks) more easily than 
managers (whose only major source of income may be their jobs), so managers are 


Principal 

in agency theory, a 
person (e.g., an 
owner) who seeks to 
direct another 
person's behavior. 

Agent 

In agency theory, a 
person (e.g., a 
manager) who is 
expected to act on 
behalf of a principal 
(e.g., an owner). 
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typically more averse to risk. They may be less likely to pursue projects or acquisitions 
with high potential payoff. It also suggests a preference on the part of managers for 
relatively little risk in their pay (high emphasis on base salary, low emphasis on un¬ 
certain bonuses or incentives). Indeed, research shows that managerial compensation 
in manager-controlled firms is more often designed in this manner. 6 Third, decision 
making horizons may differ. For example, if managers change companies more than 
owners change ownership, managers may be more likely to maximize short-run per¬ 
formance (and pay), perhaps at the expense of long-term success. 

Agency theory is also of value in the analysis and design of nonmanagers' com¬ 
pensation. In this case, interests may diverge between managers (now in the role of 
principals) and their employees (who take on the role of agents). 

In designing either managerial or nonmanagerial compensation, the key question 
is. How can such agency costs be minimized? Agency theory says that the principal 
must choose a contracting scheme that helps align the interests of the agent with the 
principal's own interests (that is, it reduces agency costs). These contracts can be clas¬ 
sified as either behavior-oriented (such as merit pay) or outcome-oriented (stock op¬ 
tions, profit sharing, commissions, and so on).7 

At first blush, outcome-oriented contracts seem to be the obvious solution. If prof¬ 
its are high, compensation goes up. If profits drop, compensation goes down. The in¬ 
terests of "the company” and employees are aligned. An important drawback, however, 
is that such contracts increase the agent's risk. And because agents are averse to risk, 
they may require higher pay (a compensating wage differential) to make up for it. 8 

Behavior-based contracts, on the other hand, do not transfer risk to the agent and 
thus do not require a compensating wage differential. However, the principal must be 
able to monitor with little cost what the agent has done. Otherwise, the principal 
must either invest in monitoring and information or structure the contract so that pay 
is linked at least partly to outcomes. 9 

Which type of contract should an organization use? It depends partly on the fol¬ 
lowing factors: 10 

• Risk aversion. Risk aversion among agents makes outcome-oriented contracts less 
likely. 

• Outcome uncertainty. Profit is an example of an outcome. Agents are less willing 
to have their pay linked to profits to the extent that there is a risk of low profits. 
They would therefore prefer a behavior-oriented contract. 

• Job programmability. As jobs become less programmable (less routine), outcome- 
oriented contracts become more likely because monitoring becomes more diffi¬ 
cult. 11 

• Measurable job outcomes. When outcomes are more measurable, outcome-oriented 
contracts are more likely. 

• Ability to pay. Outcome-oriented contracts contribute to higher compensation 
costs because of the risk premium. 

• Tradition. A tradition or custom of using (or not using) outcome-oriented con¬ 
tracts will make such contracts more (or less) likely. 

In summary, the reinforcement, expectancy, and agency theories all focus on the 
fact that behavior-reward contingencies can shape behaviors. However, agency the¬ 
ory is of particular value in compensation management because of its emphasis on the 
risk-reward trade-off, an issue that needs close attention when companies consider 
variable pay plans, which can carry significant risk. 




One way to recognize employ- that failing to do so would tractive to firms and their em- 

ees' contributions to their mean qualified employees ployees. As competition in the 

company is to offer them stock would quickly leave the newly European market increases, ex¬ 
options, which allow them to acquired firm, Alacatel an- perts predict that companies 

buy shares of the firm's stock in nounced a plan that would not offering options will have a 

the future at a previously set award options to 35 percent of harder time recruiting the best 

price. Although this practice its engineers and middle man- employees. .. 

has been widespread in the agers outside the United States Back in the United States, 
United States for a number df (the rate inside the United there may be a silver lining for 

years, European businesses are States is 75 percent). new employees who are now 

now embracing the idea as a The major difference be- receiving their options. With 

method of retaining the best tween the way U.S. and Euro- the faltering stock market driv- 


employees and competing in a 
global marketplace. In fact, Eu¬ 
ropean companies that have 
North American operations 
have been feeling the greatest 
pressure to join the stock op¬ 
tion club for some time. For 
instance, executives at the 
French telecommunications 
equipment manufacturer Alaca¬ 
tel SA recently realized that 
they needed to broaden the 
scope of their compensation 
when they began to buy North 
American firms like Canada's 
Newbridge Networks. Afraid 


pean firms award stock options 
is that the European companies 
usually link them to specific 
performance goals, such as a 
company's share price increase 
compared with its competitors'. 
German law actually requires 
this, and British firms such as 
Barclays are beginning to en¬ 
force stricter guidelines. Bel¬ 
gium and Switzerland still 
discourage the use of stock op¬ 
tions through high taxes, but 
Italy and Norway have passed 
legislation and tax changes that 
make stock options more at- 


ing prices down, these workers 
are now locking in low share 
prices that will probably earn 
them handsome profits in years 
to come as the stock market re¬ 
covers. If they and their 
companies perform well, every¬ 
one will win. 

SOURCE: "Taxation of European Stock 
Options," The European Commission (June 
26, 2001), http://europa.eu.int; D. Woodruff, 
“Europe, a Latecomer, Embraces Options 
Even as Market Swoons," The Wall Street 
Journal (May 15, 2001), www.wsj.com; "Eager 
Europeans Press Their Noses to the Glass," 
BusinessWeek Online (April 19, 1999), 
www.businessweek.com. 


•• How Does Pay Influence Labor Force 
Composition? 

Traditionally, using pay to recognize employee contributions has been thought of as a 
way to influence the behaviors and attitudes of current employees, whereas pay level 
and benefits have been seen as a way to influence so-called membership behaviors: 
decisions about whether to join or remain with the organization. However, there is 
increasing recognition that individual pay programs may also affect the nature and 
composition of an organization's workforce. 12 For example, it is possible that an or¬ 
ganization that links pay to performance may attract more high performers than an 
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organization that does not link the two. There may be a similar effect with respect to 
job retention. 13 

Continuing the analysis, different pay systems appear to attract people with differ¬ 
ent personality traits and values. 14 Organizations that link pay to individual perform¬ 
ance may be more likely to attract individualistic employees, whereas organizations 
relying more heavily on team rewards are more likely to attract team-oriented em¬ 
ployees. The implication is that the design of compensation programs needs to be 
carefully coordinated with the business and human resource strategy. Increasingly, 
both in the United States and abroad, employers are seeking to establish stronger 
links between pay and performance. 

Finding and Keeping the Best Employees 

"They are the conscripts of the Information Age. Lined up headset to headset, they 
make pitches, take orders, and provide technical support. They get sworn at, hung up 
on, sometimes even thanked. But what these telephone-wielding armies do is tell 
people all about your business." Department of Labor data show that the number of 
employees working in call centers grew by 39 percent between 1996 and 2000. Other 
data indicate that there were 2.5 million call center workers in 1999, and this figure 
is expected to grow to 4 million by 2003. According to Bureau of Labor statistics, 
e-commerce will contribute to more, not fewer, call centers because companies will 
need to back up or supplement automated Web services by giving customers access to 
people. Each contact between a customer and a call center provides an opportunity 
or a risk, depending on how the exchange is handled. As Gallup Organization's di¬ 
rector of call center retention puts it, "Everybody expects to be satisfied” when they 
call, so if we only meet a customer's expectations, we're "just breaking even." On the 
other hand, "if you dazzle me, I may tell a couple of friends. But if you make me mad, 
maybe I'll tell seven." Therefore, Gallup has decided that its call center employees are 
too important to treat as low-skilled, low-paid clerks. Instead. Gallup, which conducts 
polls and provides human resource consulting services, pays its top-performing call 
center employees as much as three times the industry average. Moreover, the higher 
pay at Gallup is not obtained by handling as many calls as quickly as possible, some¬ 
thing that is common in call centers. Rather, Gallup focuses its call center pay-for- 
performance plan on how well customers evaluate their interactions with call center 
employees. Gallup's goal is to use these interactions to build brand loyalty by making 
customers feel better, whatever the situation. The Gallup call center strategy rests on 
finding and retaining superior employees in its call centers, something that its pay 
practices strongly support. 

SOURCE: "Who's Answering the Phone? Your Company's Fortunes Hang on It." Gallup 
Management Journal, Fall 2001 . 


••• Programs 

In compensating employees, an organization does not have to choose one program 
over another. Instead, a combination of programs is often the best solution. For 
example, one program may foster teamwork and cooperation but not enough indi¬ 
vidual initiative. Another may do the opposite. Used -in conjunction, a balance may 
be attained, is 

Table 12.1 provides an overview of the programs for recognizing employee contri¬ 
butions. Each program shares a focus on paying for performance. The programs differ 
according to three design features: (1) payment method, (2) frequency of payout, and 
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(3) ways of measuring performance. In a perhaps more speculative vein, the table also 
suggests the potential consequences of such programs for (1) performance motivation 
of employees, (2) attraction of employees, (3) organization culture, and (4) costs. Fi¬ 
nally, there are two contingencies that may influence whether each pay program fits 
the situation: (1) management style and (2) type of work. We now discuss the differ¬ 
ent programs and some of their potential consequences in more depth. 

TABLE 12.1 


Programs for Recognizing Employee Contributions 



MERIT PAY 

INCENTIVE 

PAY 

PROFIT 

SHARING 

OWNERSHIP 

GAIN 

SHARING 

SKILL- 

BASED 

Design features 

Payment 

method 

Changes in 
base pay 

Bonus 

Bonus , 

Equity 

changes 


Change in 
base pay 

Frequency of 
payout 

Annually 

- nfr-n 

Weekly 

,■ v } V,v/-\J 

l ^ v ^ 

vvnen stock 

sold 


When skill or 
competency 
acquired 

Performance 1 
measures 

'L;., f/ry 

Supervisor's 
appraisal of 
individual 
performance 

Individual 

output, 

productivity, 

sales 

Company 

profit 

Company 
stock returns 

Production or 
controllable 
costs of stand¬ 
alone work 
unit 

Skill or 
competency 
acquisition of 
individuals 

Consequences 

Performance 

motivation 

Relationship 
between pay 
and 

performance 

varies 

Clear 

performance- 

reward 

connection 

Stronger in 
smaller firms 

Stronger in 
smaller firms 

Stronger in 
smaller units 

Encourages 

learning 

Attraction 

Over time 
pays better 
performers 
more 

Pays higher 
performers 
more 

Helps with all 
employees if 
plan pays out 

Can help lock 
in employees 

Helps with all 
employees if 
plan pays out 

Attracts 

learning- 

oriented 

employees 

Culture 

Individual 

competition 

Individual 

competition 

Knowledge of 
business and 
cooperation 

Sense of 

ownership 

and 

cooperation 

Supports 

cooperation, 

problem 

solving 

Learning and 

flexible 

organization 

Costs 

Requires well- 

developed 

performance 

appraisal 

system 

Setting and 
maintaining 
acceptable 
standards 

Relates costs 
to ability to 
pay 

Relates costs 
to ability to 
pay 

Setting and 
maintaining 
acceptable 
standards 

Training and 
certification 

Contingencies 

Management 

style 

?.. • • figgg 

Some 

participation 

desirable 

EBB 


- •"" ; 

i'.‘" 1 ■ 1 

m 

Type of work 

Individual 
unless group 
appraisals 
done 

Stable, 

individual, 

easily 

measurable 

All types 



Significant 
skill depth or 
breadth 


SOURCE: Adapted and modified from E.E. Lawler III, "Pay for Performance: A Strategic Analysis," in Compensation and 
Benefits, ed. L.R. Gomez-Mejia (Washington, DC: Bureau of National Affairs, 1989). Reprinted with permission. 
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FIGURE 12.1 

Performance 
Dimensions for 
Lower to Midlevel 
Managers, Arrow 
Electronics 


1. Exercises good business judgment 

2. Inspires enthusiasm, energy, understanding, loyalty for company goals 

3. Attracts, grows, and retains outstanding talent 

4. Shows initiative 

5. Has position-specific knowledge 

6. Delivers results 

7. Builds internal good will 

SOURCE: From Compensation and Performance Evaluation at Arrow Electronics Harvard Business 
School Case 9-800-290. Copyright © 2000 by the President and Fellows of Harvard College. 


Merit Pay 

In merit pay programs, annual pay increases are usually linked to performance ap¬ 
praisal ratings. (See Chapter 8.) Some type of merit pay program exists in almost all 
organizations (although evidence on merit pay effectiveness is surprisingly scarce). 16 
One reason for the widespread use of merit pay is its ability to define and reward a 
broad range of performance dimensions. (See Figure 12.1 for an example.) Indeed, 
given the pervasiveness of merit pay programs, we devote a good deal of attention to 
them here. 

Basic Features 

Many merit pay programs work off of a merit increase grid. As Table 12.2 indicates, 
the size and frequency of pay increases are determined by two factors. The first factor 
is the individual's performance rating (because better performers should receive higher 
pay). The second factor is position in range (that is. an individual's compa-ratio). So, 
for example, an employee with a performance rating of EX and a compa-ratio of 120 
would receive a pay increase of 9 to 11 percent. By comparison, an employee with a 
performance rating of EX and a compa-ratio of 85 would receive an increase of 13 to 

TABLE 12.2 

Example of Merit Increase Grid from Merck & Co., Inc. 


SUGGESTED MERIT INCREASE PERCENTAGE 


j PERFORMANCE RATING 

COMPA-RATIO 

80.00-95.00 

COMPA-RATIO 

95.01-110.00 

COMPA-RATIO 
110.01-120.00 

COMPA-RATIO 

120.01-125.00 

mm (Exceptional within Merck) 

13-15% 

12-14% 

9-11% 

To maximum 

ll§§:i. 




of range 

WD (Merck Standard with Distinction) 

9-11 

8-10 

7-9 

— 

(High Merck Standard) 


6-8 

— 

— 

Rl (Merck Standard Room for 





Improvement) 

5-7 

— 

■■ — 

— 

NA (Not Adequate for Merck) 


— 


— 


SOURCE: K.J. Murphy, "Merck & Co., Inc., (B)" (Boston: Harvard Business School), Case 491-006. Copyright © 1990 by the 
President & Fellows of Harvard College. Reprinted with permission. 


Merit increase grid 

A grid that 
combines an 
employee's 
performance rating 
with the employee's 
position in a pay 
range to determine 
the size and 
frequency of his or 
her pay increases. 
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PERFORMANCE RATING 


COMPA-RATIO TARGET 


EX (Exceptional within Merck) 

WD (Merck Standard with Distinction) 

HS (High Merck Standard) 

Rl (Merck Standard Room for Improvement) 
NA (Not Adequate for Merck) 


115-125 

100-120 

90-110 

80-95 

None 


TABLE 12.3 
Performance Ratings 
and Compa-ratio 
Targets 


SOURCE: K.J. Murphy, "Merck & Co., Inc., (B)" (Boston: Harvard Business School). Case 491-006. 
Copyright © 1990 by the President & Fellows of Harvard College. Reprinted with permission. 


15 percent. (Note that the general magnitude of increases in such a table is influenced 
by inflation rates. Thus the percentage increases in such a grid would have been con¬ 
siderably lower in recent years.) One reason for factoring in the compa-ratio is to con¬ 
trol compensation costs and maintain the integrity of the pay sUucture. If a person 
with a compa-ratio of 120 received a merit increase of 13 to 15 percent, she would soon 
exceed the pay range maximum. Not factoring in the compa-ratio would also result in 
uncontrolled growth of compensation costs for employees who continue to perform 
the same job year after year. Instead, some organizations think in terms of assessing 
where the employee's pay is now and where it should be, given a particular perform¬ 
ance level. Consider Table 12.3. An employee who consistently performs at the EX 
level should be paid at 115 to 125 percent of the market (that is, a compa-ratio of 115 
to 125). To the extent that the employee is far from that pay level, larger and more fre¬ 
quent pay increases are necessary to move the employee to the correct position. On 
the other hand, if the employee is already at that pay level, smaller pay increases will 
be needed. The main objective in the latter case would be to provide pay increases that 
are sufficient to maintain the employee at the targeted compa-ratio. 

In controlling compensation costs, another factor that requires close attention 
is the distribution of performance ratings. (See Chapter 8.) In many organizations, 
60 to 70 percent of employees fall into the top two (out of four to five) performance 
rating categories, t? This means tremendous growth in compensation costs because 
most employees will eventually be above the midpoint of the pay range, resulting 
in compa-ratios well over 100. To avoid this, some organizations provide guidelines 
regarding the percentage of employees who should fall into each performance cate¬ 
gory, usually limiting the percentage that can be placed in the top two categories. 
These guidelines are enforced differently, ranging from true guidelines to sttict forced- 
distribution requirements. 

In general, merit pay programs have the following characteristics. First, they iden¬ 
tify individual differences in performance, which are assumed to reflect differences in 
ability or motivation. By implication, system consttaints on performance are not seen 
as significant. Second, the majority of information on individual performance is col¬ 
lected from the immediate supervisor. Peer and subordinate ratings are rare, and 
where they exist, they tend to receive less weight than supervisory ratings, 18 Third, 
there is a policy of linking pay increases to performance appraisal results. 19Fourth, the 
feedback under such systems tends to occur infrequently, often once per year at the 
formal performance review session. Fifth, the flow of feedback tends to be largely uni¬ 
directional, from supervisor to subordinate. 
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Criticisms of Traditional Merit Pay Programs 

Criticisms of this process have been raised. For example, W. Edwards Deming, a leader 
of the total quality management movement, argued that it is unfair to rate individual 
performance because "apparent differences between people arise almost entirely from 
the system that they work in, not from the people themselves, "zo Examples of system 
factors include coworkers, the job, materials, equipment, customers, management, su¬ 
pervision, and environmental conditions. These are believed to be largely outside the 
worker's control, instead falling under management's responsibility. Deming argued 
that the performance rating is essentially "the result of a lottery."ZI 

Deming also argued that the individual focus of merit pay discourages teamwork: 
"Everyone propels himself forward, or tries to, for his own good, on his own life 
preserver. The organization is the loser. "22 As an example, if people in the purchasing 
department are evaluated based on the number of contracts negotiated, they may 
have little interest in materials quality, even though manufacturing is having quality 
problems. 

Deming's solution was to eliminate the link between individual performance and 
pay. This approach reflects a desire to move away from recognizing individual contri¬ 
butions. What are the consequences of such a move? It is possible that fewer em¬ 
ployees with individual-achievement orientations would be attracted to and remain 
with the organization. One study of job retention found that the relationship between 
pay growth and individual performance over time was weaker at higher performance 
levels. As a consequence, the organization lost a disproportionate share of its top per¬ 
formers^ In other words, too little emphasis on individual performance may leave 
the organization with average and poor performers. 

Thus, although Deming's concerns about too much emphasis on individual per¬ 
formance are well taken, one must be careful not to replace one set of problems with 
another. Instead, there needs to be an appropriate balance between individual and 
group objectives. At the very least, ranking and forced-distribution performance¬ 
rating systems need to be considered with caution, lest they contribute to behavior 
that is too individualistic and competitive. 

Another criticism of merit pay programs is the way they measure performance. If 
the performance measure is not perceived as being fair and accurate, the entire merit 
pay program can break down. One potential impediment to accuracy is the almost ex¬ 
clusive reliance on the supervisor for providing performance ratings, even though 
peers, subordinates, and customers (internal and external) often have information on 
a person's performance that is as good as or better than that of the supervisor. A 360- 
degree performance feedback approach (discussed in Chapter 9) gathers feedback 
from' each of these sources. 

In general, process issues appear to be important in administering merit pay. In any 
situation where rewards are distributed, employees appear to assess fairness along two 
dimensions: distributive (based on how much they receive) and procedural (what 
process was used to decide how much),24 Some of the most important aspects of pro¬ 
cedural fairness, or justice, appear in Table 12.4. These items suggest that employees 
desire clear and consistent performance standards, as well as opportunities to provide 
input, discuss their performance, and appeal any decision they believe to be incorrect. 

Perhaps the most basic criticism is that merit pay does not really exist. High per¬ 
formers are not paid significantly more than mediocre or even poor performers in 
most cases. zs For example, in the late 1980s and early 1990s, merit increase budgets 
often did not exceed 4 to 5 percent. Thus high performers might receive 6 percent 
raises, versus 3.5 to 4 percent raises for average performers. On a salary of $40,000 per 
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Indicate the extent to which your supervisor did ea'ch of the following; 

1. Was honest and ethical in dealing with you. 

2. Gave you an opportunity to express your side. 

3. Used consistent standards in evaluating your performance. 

4. Considered your views regarding your performance. 

5. Gave you feedback that helped you learn how well you were doing. 

6. Was completely candid and frank with you. 

7. Showed a real interest in trying to be fair. 

8. Became thoroughly familiar with your performance. 

9. Took into account factors beyond your control. 

10. Got input from you before a recommendation. 

11. Made clear what was expected of you. 

Indicate how much of an opportunity existed, after the last raise decision, for; 
to do each of the following things: 

12. Make an appeal about the size of a raise. 

13. Express your feelings to your supervisor about the salary decision. 

14. Discuss, with your supervisor, how your performance was evaluated. 

15. Develop, with your supervisor, an action plan for future performance. 


TABLE 12.4 

Aspects of 
Procedural Justice in 
Pay Raise Decisions 


SOURCE: R. Folger and M.A. Konovsky, "Effects of Procedural and Distributive Justice on Reactions 
to Pay Raise Decisions," Academy of Management Journal 32 (1989), p. 115. Reprinted with 
permission. 


year, the difference in take-home pay would not be more than about $300 per year, or 
about $6 per week. Critics of merit pay point out that this difference is probably not 
significant enough to influence employee behaviors or attitudes. Indeed, as Figure 
12.2 indicates, many employees do not believe there is any payoff to higher levels of 
performance. 



managers technical 


SOURCE: Hay Group, The Hay Report: Compensation and Benefit 
Strategies for 1995 and Beyond (Philadelphia: Hay Group, 1994). 
Reprinted with permission. 


FIGURE 12.2 

Percentage of 
Employees Who 
Agreed That Better 
Performers Get 
Better Increases 
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Of course, small differences in pay can accumulate into large differences over time. 
The present value of the salary advantage would be $29,489 (based on a discount rate 
of 5 percent). For example, over a 30-year career, an initial annual salary difference 
of $740 with equal merit increases thereafter of 7 percent would accumulate into a ca¬ 
reer salary advantage of $75,738. 26 Whether employees think in these terms is open 
to question. But even if they do not, nothing prevents an organization from explain¬ 
ing to employees that what may appear to be small differences in pay can add up to 
large differences over time. It should also be kept in mind that merit ratings are often 
closely linked to promotions, which in turn are closely linked to salary. Thus, even in 
merit pay settings where performance differences are not recognized in the short run, 
high performers are likely to have significantly higher career earnings. 

Finally, the accumulation effect just described can also be seen as a drawback if it 
contributes to an entitlement mentality. Here the concern is that a big merit increase 
given early in an employee's career remains part of base salary "forever." It does not 
have to be re-earned each year, and the cost to the organization grows over time, per¬ 
haps more than either the employee's performance or the organization's profitability 
would always warrant. Merit bonuses (payouts that do not become part of base salary), 
in lieu of traditional merit increases, are thus used by some organizations instead. 


Individual Incentives 

Like merit pay, individual incentives reward individual performance, but with two 
important differences. First, payments are not rolled into base pay. They must be con¬ 
tinuously earned and re-earned. Second, performance is usually measured as physical 
output (such as number of water faucets produced) rather than by subjective ratings. 
Individual incentives have the potential to significantly increase performance. Locke 
and his colleagues found that monetary incentives increased production output by a 
median of 30 percent-more than any other motivational device studied. 27 . Recent 

changes at Volkswagen have put such incentives to the test. (See the "Competing 
through High-Performance Work Systems” box.) 

Nevertheless, individual incentives are relatively rare for a variety of reasons. 2S 
Most jobs (like those of managers and professionals) have no physical output measure. 
Instead, they involve what might be described as "knowledge work." Also, many po¬ 
tential administrative problems (such as setting and maintaining acceptable standards) 
often prove intractable. Third, individual incentives may do such a good job of moti¬ 
vating employees that they do whatever they get paid for and nothing else. (See the 
Dilbert cartoon in Figure 12.3.) Fourth, as the name implies, individual incentives typ- 


F1GURE 12.3 

How Incentives 
Sometimes "Work" 
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BOG-FREE SOFTWARE. 
I'LL PAY A TEN-DOLLAR 
BONUS FOR EVERY BUG 
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SOURCE: DILBERT reprinted by permission of United Feature Syndicate, Inc. 










COMPETING 

THROUGH 

HIGH- 

PERFORMANCE 
WORK SYSTEMS 



A 


Volkswagen Iprives 
itory 


Companies can use individual 
incentives in a variety of ways. 
Germany's Volkswagen has 
used them to revamp its rela¬ 
tionship with workers. Tradition¬ 
ally, Germany maintained strict 
work rules under its social mar¬ 
ket economy, not allowing its 
companies free rein to hire and 
fire employees, or to determine 
payor work hours. Labor 
groups, including the IG Metall 
union, have remained strong in 
Germany, even with recent high 
unemployment. But as unem¬ 
ployment topped 9 percent in 
the summer of 2001, something 
had to give-and Volkswagen 
stepped in with a proposal de¬ 
signed to ensure its own sur¬ 
vival as well as that of German 
workers. 

Europe's largest automaker 
offered to hire 3,500 workers to 
produce a new minivan at its 
flagship facility in Wolfsburg, 
Germany. The workers' wages 
would be about equal to others 
in the industry. But their oppor¬ 


tunities for overtime pay would 
be limited, and they would still 
be responsible for keeping up 
the pace and quality of produc¬ 
tion. If they fell behind, they 
would be required to work 
more hours without extra pay. 

IG Metall balked, but even¬ 
tually an agreement was struck. 
Workers now will put in up to 
42 hours a week before being 
paid overtime. They will be 
compensated through work¬ 
time accounts, which will allow 
Volkswagen to require up to 
200 hours a year beyond the 
standard 35-hour workweek 
during times of peak produc¬ 
tion. Later, during off-peak 
production times, employees 
can work fewer hours, thus 
drawing down their work-time 
accounts. With this system, 
workers will still average a 35- 
hour week over the year. Their 
actual wages will not be re¬ 
duced over the year, but the 
amount of overtime paid will be 
less. Volkswagen then gets 


more flexibility to gear up and 
scale back production when 
necessary. 

According to the agreement, 
if workers fail to make Volks¬ 
wagen's production targets 
within their normal workweeks, 
they'll have to work extra hours 
without extra pay to meet those 
targets. But in practice, that 
probably wouldn't happen be¬ 
cause union leaders could ar¬ 
gue that targets were missed 
due to company failure. "We 
have established an example of 
how one can build cars while 
honoring the wage standards," 
said Jurgen Peters, vice chair¬ 
man of IG Metal!. All of Ger¬ 
man industry will be watching. 

SOURCE: "Giant German Union Approves 
Jobs Deal with Volkswagen, But Insists It's No 
Precedent," Detroit News (September 5, 
2001), |httgV/detnew^omJ E.L. Andrews, 

"Accord at VW Signals a Shift for Germany," 
The New York Times (August 29,2001), 
[ww^n^tjme^om^] B. Herman, "German 
Union, Volkswagen, Agree to Hiring 
Proposal," Los Angeles Times (August 29, 
2001), lwww.iatimes.com.H 


I 


ically do not fit well with a team approach, Fifth, they may be inconsistent with the 
goals of acquiring multiple skills and proactive problem solving. Learning new skills 
often requires employees to slow or stop production. If the employees are paid based 
on production volume, they may not want to slow down or stop. Sixth, some incen¬ 
tive plans reward output volume at the expense of quality or customer service. 

Therefore, although individual incentives carry potential advantages, they ate not 
likely to contribute to a flexible, proactive, problem-solving workforce. In addition, 
such programs may not be particularly helpful in the pursuit of total quality manage¬ 
ment objectives. 
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Compensation of Human Resources 


Profit Sharing and Ownership 


Profit sharing 

A compensation 
plan in which 
payments are based 
on a measure of 
organization 
performance 
(profits) and do not 
become part of the 
employees' base 
salary. 


Profit Sharing 

At the other end of the individual-group continuum are profit sharing and stock own¬ 
ership plans. Under profit sharing, payments are based on a measure of organization 
performance (profits), and the payments do not become part of the base salary. Profit 

sharing has two potential advantages. First, it may encourage employees to think more 
like owners, taking a broad view of what needs to be done to make the organization 
more effective. Thus, the sort of narrow self-interest encouraged by individual incen¬ 
tive plans (and perhaps also by merit pay) is presumably less of an issue. Instead, in¬ 
creased cooperation and citizenship are expected. Second, because payments do not 
become part of base pay, labor costs are automatically reduced during difficult eco¬ 
nomic times, and wealth is shared during good times. Consequently, organizations 
may not need to rely on layoffs as much to reduce costs during tough times.2? 

Does profit sharing contribute to better organization performance? The evidence is 
not yet clear. Although there is consistent support for a correlation between profit 

sharing payments and profits, questions have been raised about the direction of 

causality.3° For example. Ford, Chrysler, and GM all have profit sharing plans in their 
contracts with the United Auto Workers (UAW). (See Figure 12.4 for provisions of 
the GM-UAW plan.) The average profit sharing payment at Ford one year was 

$4,000 per worker versus an average of $550 per worker at GM and $8,000 at 
Chrysler. Given that the profit sharing plans are similar, it seems unlikely they caused 
Ford and Chrysler to be more profitable. Rather, it would appear that profits were 

higher at Ford for other reasons, resulting in higher profit sharing payments. 


FIGURE 12.4 
Profit Sharing in the 
General 
Motors-UAW 
Contract 


2.14 "Profits" ... means income earned by U.S. operations before income taxes 
and "extraordinary" items ... Profits are before any profit sharing charges 
are deducted. Profits also are before incentive program charges for U.S. 
operations. 

2.18 "Total Profit Share" ... means an obligation of the corporation for any plan 
year in an amount equal to the sum of: 

(a) 6 percent of the portion of profits ... which exceeds 0.0 percent of 

sales and revenues ... but does not exceed 1.8 percent ... ; 

(b) 8 percent of the portion of profits ... which exceeds 1.8 percent of 

sales and revenues .... but does not exceed 2.3 percent ... ; 

(c) 10 percent of the portion of profits ... which exceeds 2.3 percent of 

- sales and revenues ... but does not exceed 4.6 percent ... ; 

(d) 14 percent of the portion of profits ... which exceeds 4.6 percent of 

sales and revenues ... but does not exceed 6.9 percent ... ; 

(e) 17 percent of the portion of profits ... which exceeds 6.9 percent of 

sales and revenues. 

4.02 Allocation of Profit Sharing Amount to Participants 

The portion of the total profit share for the plan year allocated to this plan ... 
will be allocated to each participant entitled to a distribution ... in the 
proportion that (a) the participant's compensation hours for the plan year 
bears to (b) the total compensated hours for all participants in the plan 
entitled to a distribution for the plan year. ’ 


SOURCE: From J.A. Fossum, Labor Relations: Development, Structure and Process, 2002. Copyright 
© 2002 The McGraw-Hili Companies, Inc. Reprinted with permission. 
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This example also helps illustrate the fundamental drawback of profit sharing. 
Why should automobile workers at GM receive profit sharing payments that are only 
l/15th the size received by those doing the same type of work at Chrysler? Is it be¬ 
cause Chrysler UAW members performed 15 times better than their counterparts at 

GM that year? Probably not. Rather, workers are likely to view top management de¬ 
cisions regarding products, engineering, pricing, and marketing as more important. As 
a result, with the exception of top (and perhaps some middle) managers, most em¬ 
ployees are unlikely to see a strong connection between what they do and what they 
earn under profit sharing. This means that performance motivation is likely to change 
very little under profit sharing. Consistent with expectancy theory, motivation de¬ 
pends on a strong link between behaviors and valued consequences such as pay (in¬ 
strumentality perceptions). 

Another factor that reduces the motivational impact of profit sharing plans is that 
most plans are of the deferred type. Roughly 16 percent of full-time employees in 

medium-size and large private establishments participate in profit sharing plans, but 
only 1 percent of employees overall (about 6 percent of those in profit sharing plans) 
are in cash plans where profits are paid to employees during the current time period)! 

Not only may profit sharing fail to increase performance motivation, but employees 
may also react very negatively when they learn that such plans do not payout during 
business downturns.32 First, they may not feel they are to blame because they have 
been performing their jobs well. Other factors are beyond their control, so why should 
they be penalized? Second, what seems like a small amount of risked pay for a manager 
earning $80,000 per year can be very painful to someone earning $15,000 or $20,000. 

Consider the case of the Du Pont Fibers Division, which had a plan that linked a 
portion of employees' pay to division profits)3 After the plan's implementation, em¬ 
ployees' base salary was about 4 percent lower than similar employees' in other divi¬ 

sions unless 100 percent of the profit goal (a 4 percent increase over the previous 
year's profits) was reached. Thus, there was what might be called downside risk. How¬ 
ever, there was also considerable upside opportunity: if 100 percent of the profit goal 
was exceeded, employees would earn more than similar employees in other divisions. 
For example, if the division reached 150 percent of the profit goal (6 percent growth 
in profits), employees would receive 12 percent more than comparable employees in 

other divisions. 

Initially, the plan worked fine. The profit goal was exceeded, and employees earned 
slightly more than employees in other divisions. In the following year, however, prof¬ 
its were down 26 percent, and the profit goal was not met. Employees received no 
profit sharing bonus; instead, they earned 4 percent less than comparable employees in 
other divisions. Profit sharing was no longer seen as a very good idea. Du Pont man¬ 
agement responded to employee concerns by eliminating the plan and returning to a 
system of fixed base salaries with no variable (or risk) component. This outcome is per¬ 
haps not surprising from an agency theory perspective, which suggests that employees 
must somehow be compensated before they will be willing to assume increased risk. 

One solution some organizations choose is to design plans that have upside but not 
downside risk. In such cases, when a profit sharing plan is introduced, base pay is not 
reduced. Thus, when profits are high, employees share in the gain, but when profits 
are low, they are not penalized. Such plans largely eliminate what is purported to be 
a major advantage of profit sharing: reducing labor costs during business downturns. 
During business upturns, labor costs will increase. Given that the performance bene¬ 
fits of such plans are suspect, an organization runs the risk under such plans of in¬ 
creasing its labor costs with little return on its investment. 
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In summary, although profit sharing may be useful as one component of a com¬ 
pensation system (to enhance identification with broad organizational goals), it may 
need to be complemented with other pay programs that more closely link pay to out¬ 
comes that individuals or teams can control (or "own"). In addition, profit sharing 
runs the danger of contributing to employee resistance and higher labor costs, de¬ 
pending on how it is designed. 


Stock options 

An employee 
ownership plan that 
gives employees the 
opportunity to buy 
the company's stock 
at a previously fixed 
price. 


Employee stock 
ownership plan 
(ESOP) 

An employee 
ownership plan that 
gives employers 
certain tax and 
financial advantages 
when stock is 
granted to 
employees. 


Ownership 

Employee ownership is similar to profit sharing in some key respects, such as encour¬ 
aging employees to focus on the success of the organization as a whole. In fact, with 
ownership, this focus may be even stronger. Like profit sharing, ownership may not 
motivate very high individual performance. And because employees may not realize 
any financial gain until they actually sell their stock (typically upon leaving the or¬ 
ganization), the link between pay and performance may be even less obvious than 
under profit sharing. Thus, from a reinforcement theory standpoint (with its empha¬ 
sis on actually experiencing rewards), performance motivation may be especially low. 

One way of achieving employee ownership is through stock options, which give 
employees the opportunity to buy stock at a fixed price. Say the employees receive op¬ 
tions to purchase stock at $10 per share in 1995, and the stock price reaches $30 per 
share in 2000. They have the option of purchasing stock ("exercising" their stock op¬ 
tions) at $10 per share in 2000, thus making a tidy return on investment if the shares 
are then sold. If the stock price goes down to $8 per share in the year 2000, however, 
there will be no financial gain. Therefore, employees are encouraged to act in ways 
that will benefit the organization. 

Stock options have typically been reserved for executives. More recently, there 

seems to be a trend toward pushing eligibility farther down in the organization.34 In 
fact, many companies, including PepsiCo, Merck, McDonald's, Wal-Mart, and Proc¬ 
ter & Gamble, now grant stock options to employees at all levels. Some studies 
suggest that organization performance is higher when a large percentage of top and 
midlevel managers are eligible for long-term incentives such as stock options, which 

is consistent with agency theory's focus on the problem of encouraging managers to 
think like owners. 35 However, it is not clear whether these findings would hold up for 
lower-level employees, who may see much less opportunity to influence overall or¬ 

ganization performance. 

Employee stock ownership plans (ESOPs), under which employers give employ¬ 
ees stock in the company, are the most common form of employee ownership, with 
the number of employees in such plans increasing from 4 million in 1980 to over 10 
million in 1999 in the United States,36 In Japan, 91 percent of companies listed on 
Japanese stock markets have an ESOp, and these companies appear to have higher av¬ 

erage productivity than non-ESOP companies. 37 ESOPs raise a number of unique is¬ 
sues. On the negative side, they can carry significant risk for employees. An ESOP 
must, by law, invest at least 51 percent of assets in its company's stock, resulting in 
less diversification of investment risk (in some cases, no diversification). Conse¬ 
quently, when employees buyout companies in poor financial condition to save their 
jobs, or when the ESOP is used to fund pensions, employees risk serious financial dif¬ 
ficulties if the company does poorly.38 This is not just a concern for employees, be¬ 
cause, as agency theory suggests, employees may require higher pay to offset increased 
risks of this sort. 




Not long ago, stock options 
were the sole domain of execu¬ 
tives. Today, not only has the 
economy changed, but so have 
traditional methods of com pen- 
sation. "Stock options, once 
reserved exclusively for senior 
executives, are steadily being 
pushed further down the corpo¬ 
rate ladder," notes Ira Kay, of 
Watson Wyatt Worldwide Sur¬ 
vey. This change means that 
many more employees now 
have the opportunity to partici¬ 
pate in their companies' 
successes. In fact, in recent 
years firms have used the lure 
of potential riches gained from 
stock options to attract job can¬ 
didates or to keep current 
workers from accepting jobs 
elsewhere. 

But what happens when the 
economy-and stock prices- 
take a severe dip? If employees 
aren't educated about the finan¬ 
cial risks associated with stock 
ownership, they can be in for a 
shock. That is why consultants 
and other management experts 
advise human resource man¬ 
agers and others to educate 
employees about the ups and 
downs of the stock market. 


"Stocks are going to go up and 
they're going to go down," says 
Ed Carberry, project director for 
the National Center for Em¬ 
ployee Ownership in California. 
"[Employees] need to see this 
as a long-term thing. At tech 
companies people are looking 
daily at stock prices and are 
looking for quick cash." Car- 
berry recommends that compa¬ 
nies regularly hold meetings to 
answer questions, discuss stock 
performance, and talk about the 
company's financial health, in 
addition to providing written or 
electronic information to staff. 
Cathy Ivancic, senior consultant 
with Ownership Development in 
Ohio, agrees. "If you only talk 
about the good news and don't 
talk about the bad, people 
don’t understand how the busi¬ 
ness makes money. You haven't 
brought them in. You have to 
help everybody understand how 
they contribute to perform¬ 
ance.” 

If the company does suffer a 
downturn, both of these profes¬ 
sionals strongly recommend 
honesty from upper manage¬ 
ment. "The danger is to 
operate under the illusion that 


the company has been as suc¬ 
cessful as last year," explains 
Ivancic. "That leaves you with 
people who are ill-informed, 
and then they can't be helpful" 
in finding ways to help the firm 
improve its performance. In¬ 
stead, says Ivancic, managers 
should paint a clear picture and 
then emphasize positive ways 
for creating a turnaround. 

Even during a sluggish econ¬ 
omy, many workers still prefer 
to take the risk of stock owner¬ 
ship. "Stock options are why 
most of us are here," admits 
Kerry Brackett, spokeswoman 
for Avian Communications, 
which makes software and hard¬ 
ware for wireless data move¬ 
ment in Massachusetts. "It's 
why I commute close to an 
hour to the office each day, and 
why much of the management 
team moved their families." 
Brackett knows the risks-and 
she's willing to take them. 

SOURCE: B. Healy, "Taking Stock of 
Options," The Boston Globe (August 6, 

2001), ^ttg77nTwItaTmas^osto^om^ KJ. 
Dunham, "Back to Reality," The Wall Street 
Journal (April 12, 2001), 
|ntt^//mteractiv^vs^omJ "When Employees 
Share Stock Pain, Not Gain," Inc. (January IS, 
2000), iwww.inc.comi 


ESOPs can be attractive to organizations because they have tax and financing ad¬ 
vantages and can serve as a takeover defense (under the assumption that employee 
owners will be "friendly" to management). ESOPs give employees the right to vote 
their securities (if registered on a national exchange))9 As such, some degree of 
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participation in a select number of decisions is mandatory, but overall participation 
in decision making appears to vary significantly across organizations with ESOPs. 
Some studies suggest that the positive effects of ownership are larger in cases where 
employees have greater participation,40 perhaps because the "employee-owner comes 
to psychologically experience his/her ownership in the organization. "41 

Finally, what are the monetary costs of ownership plans? In the case of options, a 
company does not realize an expense on its income statement until the option is ex¬ 
ercised as long as the option price equals the market price at the time the option is 
issued. As such, companies may lose sight of their real cost. Briefly, one can compare 
the issuing of stock options to the government's printing money. The more money 
that is printed, the less valuable a dollar becomes. Similarly, if stock, in the form of 
either options or ESOPs, is distributed, but the real value of the company remains the 
same, then shareholder value is diluted.42 


Gainsharing, Group Incentives, and Team Awards 


Gainsharing 

A form of group 
compensation 
based on group or 
plant performance 
(rather than 
organizationwide 
profits) that does 
not become part of 
the employee's base 
salary. 


Gainsharing 

Gainsharing programs offer a means of sharing productivity gains with employees. 
Although sometimes confused with profit sharing plans, gainsharing differs in two key 
respects. First, instead of using an organization-level performance measure (profits), 
the programs measure group or plant performance, which are likely to be seen as more 
controllable by employees. Second, payouts are distributed more frequently and not 
deferred. In a sense, gainsharing programs represent an effort to pull out the best fea¬ 
tures of organization-oriented plans like profit sharing and individual-oriented plans 
like merit pay and individual incentives. Like profit sharing, gainsharing encourages 
pursuit of broader goals than individual-oriented plans do. But, unlike profit sharing, 
gainsharing can motivate employees much as individual plans do because of the more 
controllable nature of the performance measure and the frequency of payouts. Indeed, 
studies indicate that gainsharing improves performance. 43 

Table 12.5 shows the workings of one type of gainsharing, the Scanlon plan (de¬ 
veloped in the 1930s by Joseph N. Scanlon, president of a local union at Empire Steel 


TABLE 12.5 

Example of 
Gainsharing 
(Scanlon Plan) 
Monthly Report 


1. Sales $1,100,000 

2. Less sales returns, allowances, discounts 

3. Net sales 

4. Add: increase in inventory (at cost or selling price) 

5. Value of production 

§jgjp -; 

7. Actual payroll costs 

8. Bonus pool # : \ Aw# ■ 30 ' 000 

9. Company share (50%) r 15.000 

15,000 

10. Reserve for deficit months (25%) 3.750 

IT. Employee shared-immediate distribution 11.250 


1,075,000 

. . m m ■ ■ ■ ' ■ ■ 

1 . 200.000 

240,000 ## ■ 

210.000 

■'■fs T # 


SOURCE: Reprinted with permission, p. 57 from Gainsharing: Plans for Improving Performance, by 
Brian Graham-Moore and Timothy L. Ross. Copyright © 1990 by the Bureau of National Affairs, Inc., 
Washington, DC 20037. 
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TYPE OF EMPLOYEE 

INVOLVEMENT PROGRAM 

PERCENTAGE 

USING 

PROGRAM 

MEDIAN 
PERCENTAGE 
OF EMPLOYEES 
PARTICIPATING 

MEDIAN NUMBER 

OF HOURS SPENT 

PER PARTICIPATING 
EMPLOYEE PER YEAR 


> Wdttfil Bugg^ptiplans ^ 



_L_ E _ 



Employee-management teams 


Percentage of all plans using any 
type of employee involvement 
program 


66 


TABLE 12.6 

Employee 
Involvement 
Plans for 

Nonmanagement 

Employees 


SOURCE: J.L. McAdams, "Design, Implementation, and Results: Employee Involvement and 
Performance Reward Plans," Compensation and Benefits Review, March-April 1995, pp. 45-55. 
Reprinted with permission. 


and Tin Plant in Mansfield, Ohio). The Scanlon plan provides a monetary bonus to 
employees (and the organization) if the ratio of labor costs to the sales value of pro¬ 
duction is kept below a certain standard, $240,000 (20 percent of$1.2 million) in this 
example. Because actual labor costs were $210,000, there is a savings of $30,000. The 
organization receives 50 percent of the savings, and the employees receive the other 
50 percent, although part of the employees' share is set aside in the event that actual 
labor costs exceed the standard in upcoming months. 

Gainsharing plans like the $canlon plan and pay-for-performance plans in general 
often encompass more than just a monetary component. As Table 12.6 indicates, 
there is often a strong emphasis on taking advantage of employee know-how to im¬ 
prove the production process through teams and suggestion systems. A number of rec¬ 
ommendations have been made about the organization conditions that should be in 
place for gainsharing to succeed. Commonly mentioned factors include (1) manage¬ 
ment commitment, (2) a need to change or a strong commitment to continuous im¬ 
provement, (3) management's acceptance and encouragement of employee input, (4) 
high levels of cooperation and interaction, (5) employment security, (6) information 
sharing on productivity and costs, (7) goal setting, (8) commitment of all involved 
parties to the process of change and improvement, and (9) agreement on a perform¬ 
ance standard and calculation that is understandable, seen as fair, and closely related 
to managerial objectives. 44 


Group Incentives and Team Awards 

Whereas gainsharing plans are often plantwide, group incentives and team awards 
typically pertain to a smaller work group.45 Group incentives (like individual incen¬ 
tives) tend to measure performance in terms of physical output, whereas team award 
plans may use a broader range of performance measures (like cost savings, successful 
completion of product design, or meeting deadlines). As with individual incentive 
plans, these plans have a number of potential drawbacks. Competition between indi¬ 
viduals may be reduced, but it may be replaced by competition between groups or 
teams. Also, as with any incentive plan, a standard-setting process must be developed 
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that is seen as fair by employees, and these standards must not exclude important di¬ 
mensions such as quality. 

Balanced Scorecard 

As the preceding discussion indicates, every pay program has advantages and disad¬ 
vantages. Therefore, rather than choosing one program, some companies find it use¬ 
ful to design a mix of pay programs, one that has just the right chemistry for the sit¬ 
uation at hand. Relying exclusively on merit payor individual incentives may result 
in high levels of work motivation but unacceptable levels of individualistic and com¬ 
petitive behavior and too little concern for broader plant or organization goals. Rely¬ 

ing too heavily on profit sharing and gainsharing plans may increase cooperation and 
concern for the welfare of the entire plant or organization, but it may reduce indi¬ 
vidual work motivation to unacceptable levels. However, a particular mix of merit 
pay, gainsharing, and profit sharing could contribute to acceptable performance on all 
these performance dimensions. 

One approach that seeks to balance multiple objectives is the balanced scorecard 

(see Chapter 1), which Kaplan and Norton describe as a way for companies to "track 

financial results while simultaneously monitoring progress in building the capabilities 
and acquiring the intangible assets they would need for future growth.”46 

Table 12.7 shows how a mix of measures might be used by a manufacturing firm to 
motivate improvements in a balanced set of key business drivers. 

TABLE 12.7 

Illustration of Balanced Scorecard Incentive Concept 


INCENTIVE SCHEDULE 


PERFORMANCE TARGET ACTUAL INCENTIVE 

MEASURE INCENTIVE PERFORMANCE % TARGET PERFORMANCE EARNED 


150% 18% $100 

100 % 

50% AS 

0 % 

1 in 876 $ 20 

150% 

100 % 

50% 

0% 

150% 11% $ 45 

100 % 

50% 

0 % 

150% 7% $ 30 

100 % 

50% 

x $195 


SOURCE: F.C. McKenzie and M.P. Shilling, "Avoiding Performance Traps: Ensuring Effective Incentive Design and 
Implementation," Compensation and Benefits Review, July-August 1998, pp. 57-65. Reprinted with permission. 


Financial 

• Return on capital employed 


Customer 
• Product returns 


Internal 
• Cycle timi 


time reduction (%) 


Learning and growth $ 30 

• Voluntary employee turnover 


20 %+ 
16-20% 
12-16% 
Below 12% 
1 in: 

1,000 + 
900-999 
800-899 
Below 800 
9%+ 

6-9% 

3-6% 

0-3% 
Below 5% 
5-8% 
8 - 12 % 










COMPETING 

THROUGH 

HIGH- 

PERFORMANCE 
WORK SYSTEMS 
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••• Managerial and Executive Pay 

Because of their significant ability to influence organization performance, top man¬ 
agers and executives are a strategically important group whose compensation warrants 
special attention. In the previous chapter we discussed how much this group is paid. 
Here we focus on the issue of how their pay is determined. 

Each year BusinessWeek publishes a list of top executives who did the most for their 
pay and those who did the least. The latter group has been the impetus for much of the 
attention to executive pay. The problem seems to be that in some companies, top ex¬ 
ecutive pay is high every year, regardless of profitability or stock market performance. 
One study, for example, found that CEO pay changes by $3.25 for every $1,000 change 
in shareholder wealth. This relationship was interpreted to mean that "the compensa¬ 
tion of top executives is virtually independent of corporate performance."47 

How can executive pay be linked to organization performance? From an agency 
theory perspective, the goal of owners (shareholders) is to encourage the agents (man¬ 
agers and executives) to act in the best interests of the owners. This may mean less 
emphasis on noncontingent pay, such as base salary, and more emphasis on outcome- 
oriented "contracts" that make some portion of executive pay contingent on the or¬ 
ganization's profitability or stock performance. 48 Among midlevel and top managers, 
it is common to use both short-term bonus and long-term incentive plans to encour¬ 
age the pursuit of both short- and long-term organization performance objectives. In¬ 
deed, in the BusinessWeek survey discussed in Chapter 11, the average base salary plus 
short-term bonus of $2.7 million accounted for only 21 percent of average total exec¬ 
utive compensation of $13.1 million. The remaining $10.4 million included stock op¬ 
tions and other forms of long-term compensation. 

To what extent do organizations use such pay-for-performance plans, and what are 
their consequences? A recent study suggests that organizations vary substantially in 
the extent to which they use both long-term and short-term incentive programs. The 
study further found that greater use of such plans among top and midlevel managers 
was associated with higher subsequent levels of profitability. As Table 12.8 indicates, 
greater reliance on short-term bonuses and long-term incentives (relative to base pay) 
resulted in substantial improvements in return on assets.49 

Earlier, we saw how the balanced scorecard approach could be applied to paying 
manufacturing employees. It is also useful in designing executive pay. Table 12.9 


TABLE 12.8 
The Relationship 
between Managerial 
Pay and 

Organization Return 
on Assets 




PREDICTED RETURN ON ASSETS j 

BONUS/BASE RATIO 

LONG-TERM 
INCENTIVE ELIGIBILITY 

% 

$■' 

10% 

20 

10 

, - - 

IHH 

h % 28% 

28 

5.2% 

1' 5,6 

i mm 4 

$250 million 
269 million 

1 283 million 

20 


48 

7.1 

341 million 


\ 


a Based on the assets of the average Fortune 500 company in 1990. 

SOURCE: B. Gerhart and G.T. Milkovich, "Organizational Differences in Managerial Compensation 
and Financial Performance," Academy of Management Journal 33 (1990), pp. 663-91. 
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STAKEHOLDER MEASURES 



Shareholder value 


Customer value 


Employee value 


ic value added 
_s per share 
flow 

cost productivity 
Quality 
Market share 
Customer satisfaction 
High-performance culture index 
High-performance culture deployment 
Training and development diversity 


TABLE 12.9 
Whirlpool's Three- 
Stakeholder 
Scorecard 


SOURCE: From E.L. Gubman, The Talent Solution, 1998. Copyright © 1998 The McGraw-Hili 
Companies, Inc. Reproduced with permission of The McGraw-Hili Companies. 


shows how the choice of performance measures can be guided by a desire to balance 
shareholder, customer, and employee objectives. Arthur Martinez of Sears refers to fi¬ 
nancial results as a lagging indicator that tells the company how it has done in the 
past, whereas customer and employee satisfaction are leading indicators that tell the 
company how its financial results will be in the future. Thus, Sears ties compensation 
to each type of objective. Eastman Kodak follows a similar approach. In 1996 its then- 
CEO, George Fisher, had his annual bonus reduced by $290,000 from its 1995 level. 
Why? The bonus was based on three components: shareholder satisfaction, customer 
satisfaction, and employee satisfaction. Relative to 1995, only shareholder satisfac¬ 
tion was "strong;" therefore, the bonus was reduced. George Fisher's total compensa¬ 
tion for 1996 was still $5.5 million, the majority of which was based on stock plans. 
In 1997 Mr. Fisher agreed to anew contract that tied even more of his bonus to these 
criteria. So although Kodak does not reward only financial results, results continue to 
be the main driver of executive pay at Kodak. Recall that this chapter's opening vi¬ 
gnette identified some reasons why companies continue to rely more heavily on fi¬ 
nancial results. 

Finally, there has been pressure from regulators and shareholders to better link pay 
and performance since 1992. The Securities and Exchange Commission (SEC) has 
required companies to more .clearly report executive compensation levels and the 
company's performance relative to that of competitors over a five-year period. The 
Omnibus Budget Reconciliation Act of 1993 eliminated the deductibility of execu¬ 
tive pay that exceeds $1 million. However, most companies have been able to avoid 
the cap by taking advantage of an exemption for plans that link executive pay to com¬ 
pany performance (such as by using stock options). 

Large retirement fund investors such as TIAA-CREF and CalPERS have proposed 
guidelines to better ensure that boards of directors act in shareholders' best interests 
when making executive pay decisions, rather than being beholden to management. 
Some of the governance practices believed to be related to director indepepdence 
from management are shown in Table 12.10. In addition, when a firm's future is at 
risk, the board may well need to demonstrate its independence from management by 
taking dramatic action, which may include removing the chief executive. 
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TABLE 12.10 

Guidelines for Board 
of Directors 
Structure and 

Effective directors 

Governance 


are part the management team 
thus report to the top executive. Therefore, the number of 
inside directors should be kept to a minimum. Some 
committees, such as the nominating committee and the 
compensation committee, should be composed entirely of 
outside directors. 


may to 

with the top executive for fear of losing their directorships 
and thus their 


SOURCE: Adapted from JA Byrne, "The CEO and the Board," BusinessWeek (September IS, 
1997), p. 12. 


•• Process and Context Issues 

In Chapter 11 we discussed the importance of process issues such as communication 
and employee participation. Significant differences in how such issues are handled 
can be found both across and within organizations, suggesting that organizations have 
considerable discretion in this aspect of compensation management)0 As such, it rep¬ 
resents another strategic opportunity to distinguish one's organization from the com¬ 
petition. 


Employee Participation in Decision Making 

Consider employee participation in decision making and its potential consequences. 
Involvement in the design and implementation of pay policies has been linked to 
higher pay satisfaction and job satisfaction, presumably because employees have a 
bet~er understanding of and greater commitment to the policy when they are in¬ 
volved) ! 

What about the effects on productivity? Agency theory provides some insight. The 
delegation of decision making by a principal to an agent creates agency costs because 
employees may not act in the best interests of top management. In addition, the more 
agents there are, the higher the monitoring costs. 52 Together, these suggest that del¬ 
egation of decision making can be very costly. 

On the other hand, agency theory suggests that monitoring would be less costly 
and more effective if performed by employees because they have knowledge about the 
workplace and behavior of fellow employees that managers do not have. As such, the 
right compensation system might encourage self-m~nitoring and peer monitoring. 53 

Researchers have suggested that two general factors are critical to encouraging 
such monitoring: monetary incentives (outcome-oriented contracts in agency theory) 
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and an environment that fosters trust and cooperation. This environment, in turn, is 
a function of employment security, group cohesiveness, and individual rights for em- 
ployees-in other words, respect for and commitment to employees.54 


Communicati on 

Another important process issue is communication. Earlier, we spoke of its impor¬ 
tance in the administration of merit pay. both from the perspective of procedural fair¬ 
ness and as a means of obtaining the maximum impact from a merit pay program. 
More generally, a change in any part of the compensation system is likely to give rise 
to employee concerns. Rumors and assumptions based on poor or incomplete infor¬ 
mation are always an issue in administering compensation, partly because of its im¬ 
portance to employee economic security and well-being. Therefore, in making any 
changes, it is crucial to determine how best to communicate reasons for the changes 
to employees. Some organizations now rely heavily on videotaped messages from the 
chief executive officer to communicate the rationale for major changes. Brochures 
that include scenarios for typical employees are also used, as are focus group sessions 
where small groups of employees are interviewed to obtain feedback about concerns 
that can be addressed in later communication programs. 


Pay and Process: Intertwined Effects 

The preceding discussion treats process issues such as participation as factors that may 
facilitate the success of pay programs. At least one commentator, however, has 
described an even more important role for process factors in determining employee 
performance: 

Worker participation apparently helps make alternative compensation plans ... work bet- 
ter-and also has beneficial effects of its own .... It appears that changing the way work¬ 
ers are treated may boost productivity more than changing the way they are paid. 55 

This suggestion raises a broader question: How important are pay decisions, per se, 
relative to other human resource practices? Although it may not be terribly useful to 
attempt to disentangle closely intertwined programs, it is important to reinforce the 
notion that human resource programs, even those as powerful as compensation sys¬ 
tems, do not work alone. 

Consider gainsharing programs. As described earlier, pay is often only one compo¬ 
nent of such programs. (See Table 12.6.) How important are the nonpay compo- 
nents?56 There is ample evidence that gainsharing programs that rely almost exclu¬ 
sively on the monetary component can have substantial effects on productivity. 570n 
the other hand, a study of an automotive parts plant found that adding a participa¬ 
tion component (monthly meetings with management to discuss the gainsharing plan 
and ways to increase productivity) to a gainsharing pay incentive plan raised produc¬ 
tivity. In a related study, employees were asked about the factors that motivated them 
to engage in active participation (such as suggestion systems). Employees reported 
that the desire to earn a monetary bonus was much less important than a number of 
nonpay factors, particularly the desire for influence and control in how their work was 
done. 58A third study reported that productivity and profitability were both e~hanced 
by the addition of employee participation in decisions, beyond the improvement de¬ 
rived from monetary incentives such as gainsharing.59 
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••• Organization Strategy and 
Compensation Strategy: 

A Question of Fit 

Although much of our focus has been on the general, or average, effects of different 
pay programs, it is also useful to think in terms of matching pay strategies to organi¬ 
zation strategies. To take an example from medicine, using the same medical treat¬ 
ment regardless of the symptoms and diagnosis would be foolish. In choosing a pay 
strategy, one must consider how effectively it will further the organization's overall 
business strategy. Consider again the findings reported in Table 12.8. The average ef¬ 
fect of moving from a pay strategy with below-average variability in pay to one with 
above-average variability is an increase in return on assets of almost two percentage 
points (from 5.2 percent to 7.1 percent). But in some organizations, the increase 
could be smaller. In fact, greater variability in pay could contribute to a lower return 
on assets in some organizations. In other organizations, greater variability in pay could 
contribute to increases in return on assets of greater than two percentage points. Ob¬ 
viously, being able to tell where variable pay works and where it does not could have 
substantial consequences. 

In Chapter 2 we discussed directional business strategies, two of which were 
growth (internal or external) and concentration ("sticking to the knitting"). How 
should compensation strategies differ according to whether an organization follows a 
growth strategy or a concentration strategy? Table 12.11 provides some suggested 
matches. Basically, a growth strategy's emphasis on innovation, risk taking, and new 
markets is linked to a pay strategy that shares risk with employees but also gives them 
the opportunity for high future earnings by having them share in whatever success the 
organization has. This means relatively low levels of fixed compensation in the short 
run but the use of bonuses and stock options, for example, that can payoff hand¬ 
somely in the long run. Stock options have been described as the pay program "that 
built Silicon Valley," having been used by companies such as Apple, Sun Microsys¬ 
tems, and others. 60 When such companies become successful, everyone from top man¬ 
agers to secretaries can become millionaires if they own stock. Growth organizations 
are also thought to benefit from a less bureaucratic orientation, in the sense of hav¬ 
ing more decentralization and flexibility in pay decisions and in recognizing individ- 


TABLE 12.11 

Matching Pay 
Strategy and 
Organization 
Strategy 


ORGANIZATION STRATEGY 


PAY STRATEGY DIMENSIONS 


CONCENTRATION 


GROWTH 


Time orientation 




Pay level (long-run potential) 
Centralization of pay decisions 


Low Hign 

Short-term Long-term 

Above market Below market 

Below market Above market 

Above market •• U Below market ., 
Centralized Decentralized 


SOURCE: Adapted from L.R. Gomez-Mejia and D.B. Baikin, Compensation, Organizational Strategy, 
and Firm Performance (Cincinnati: South-Western, 1992), Appendix 4b. Reprinted with permission. 
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ual skills, rather than being constrained by job or grade classification systems. On the 
other hand, concentration-oriented organizations are thought to require a very dif¬ 
ferent set of pay practices by virtue of their lower rate of growth, more stable work¬ 
force, and greater need for consistency and standardization in pay decisions. 



At the beginning of this chapter, we saw that incentive plans can have both in¬ 
tended and unintended consequences. We have discussed the potential advan¬ 
tages and disadvantages of different types of incentive or pay for performance 
plans. To an important degree, pay strategy will depend on the particular goals 
and strategy of the organization or its units. Designing a pay for performance 
strategy typically seeks to balance the pros and cons of different plans by using 
elements of multiple plans. The main constraint on using such hybrid plans is that 
they should not become so complex that employees have difficulty understand¬ 
ing what behaviors and results will be rewarded. 


Questions 

1. Does money motivate? Use the theories and examples discussed in this chap¬ 
ter to address this question. 

2. Think of a job that you have held. Design an incentive plan. What would be 
the potential advantages and disadvantages of your plan? If your money was 
invested in the company, would you adopt the plan? 



Our focus in this chapter has been on the design and ad¬ 
ministration of programs that recognize employee contri¬ 
butions to the organization's success. These programs vary 
as to whether they link pay to individual, group, or organ¬ 
ization performance. Often, it is not so much a choice of 
one program or the other as it is a choice between differ¬ 
ent combinations of programs that seek to balance indi¬ 
vidual, group, and organization'objectives. 

Wages, bonuses, and other types of pay have an impor¬ 
tant influence on an employee's standard of living. This 
carries at least two important implications. First, pay can 
be a powerful motivator. An effective pay strategy can 
substantially promote an organization's success; con¬ 
versely, a poorly conceived pay strategy can have detri¬ 


mental effects. Second, the importance of pay means that 
employees care a great deal about the fairness of the pay 
process. A recurring theme is that pay programs must be 
explained and administered in such a way that employees 
understand their underlying rationale and believe it is fair. 

The fact that organizations differ in their business and 
human resource strategies suggests that the most effective 
compensation strategy may differ from one organization to 
another. Although benchmarking programs against the 
competition is informative, what succeeds in some organ¬ 
izations may not be a good idea for others. The balanced 
scorecard suggests the need for organizations to decide 
what their key objectives are and use pay to support them. 



1. To compete more effectively, your organization is con¬ 
sidering a profit sharing plan to increase employee ef¬ 
fort and to encourage employees to think like owners. 
What are the potential advantages and disadvantages 
of such a plan? Would the profit sharing plan have the 


same impact on all types of employees? Is the size of 
your organization a- important consideration? Why? 
What alternative pay programs should be considered? 

2. Gainsharing plans have often been used in manu¬ 
facturing settings but can also be applied in service 
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organizations. How could performance standards be de¬ 
veloped for gainsharing plans in hospitals, banks, in¬ 
surance companies, and so forth? 

3. The opening vignette to the chapter noted that incen¬ 
tive plans may have unintended consequences. Why 
did Continental's CEO say that the proposed incentive 
was "absolutely stupid?" Do you agree? What is your 
view of the Eastman Kodak and United plans? 

4. Your organization has two business units. One unit is a 


long-established manufacturer of a product that com¬ 
petes on price and has not been subject to many tech¬ 
nological innovations. The other business unit is just 
being started. It has no products yet, but it is working 
on developing a new technology for testing the effects 
of drugs on people via simulation instead of through 
lengthy clinical trials. Would you recommend that the 
two business units have the same pay programs for rec¬ 
ognizing individual contributions? Why? 



WorldatWork has information on compensation and ben- 
efits management, executive compensation, and interna¬ 
tional pay practices. Visit this organization at www. 
worldatwork.org. Click on “Newsline.” Review the cur¬ 
rent news as well as previous postings found on this page. 


1. Find articles related to stock plans. Read them. 

2. What are some of the potential problems with using 
stock plans to reward employees or to fund their retire¬ 
ment benefits? 


Managing People: From the Pages of BusinessWeek 


IlnsiiK'ssWrck 


Commentary: An Options Plan Your CEO Hates 


In 1998 Black & Decker Corp. CEO Nolan D. Archibald 
took home $36.6 million, $31.9 million of which came 
from the exercise of 1 million stock options he had been 
granted over the past nine years. The payout, while not 
quite massive enough to make BusinessWeek's list of the 
top 20 best-paid executives for that year, was nothing to 
sneeze at. So what did Archibald do to deserve such a 
huge haul? Nothing earthshaking. From the time of 
Archibald's two grants to the time he exercised them, 
Black & Decker's total shareholder return trailed that of 
the Standard & Poor's 500 stock index, rising at a 15 per¬ 
cent average annualized rate, compared with 19 percent 
for the S&P. If Archibald had been forced to beat the mar¬ 
ket in order to cash in, his options would have been worth 
zilch. 

In today's options-obsessed corporate climate, it doesn't 
take much for executives to rake in the millions. With 
seven-figure grants now commonplace, big bucks go to 
anyone who can get his stock to inch above the exercise 
price. Indeed, Alfred Rappaport, professor emeritus at 
Northwestern University's Kellogg Graduate School of 
Management, points out that total return to shareholders 
was positive for each of the 100 largest U.S. companies be¬ 
tween 1987 and 1997. 

NO COASTING. Many cynical pay watchers say 
that's just the way it is. If executives are taking home boat¬ 
loads of cash simply because of a rising market and because 
boards are willing to dole out options by the bucketful, 
well, so be it. But that complacency could change if the 
market's gains continue to narrow. As of February 15, 74 


of the 88 industry groups in the S&P 500 had negative re¬ 
turns for 2000. As a new round of shocking pay stories 
from this proxy season hits the presses, outrage could 
climb. 

If that happens, it may focus attention on a controver¬ 
sial alternative to the standard options package. By using 
indexed stock options, which have no value unless the 
company's stock outperforms a peer group or a market 
index, companies can still ensure huge paydays for the 
true executive superheroes. Unlike the current system, 
however, indexed options also make sure that executives 
who are just floating their yachts on a rising tide get little 
to show for it. "Indexed options hold the executive to a 
higher standard," says Robin A. Ferracone, chairman of 
pay consultant SCA Consulting, which performed an 
analysis for BusinessWeek correlating the pay of several ex¬ 
ecutives with their companies' total returns and that of 
the S&P 500. Had SCA used a peer group index, 
Archibald and the other executives might have fared 
somewhat differently. 

Despite the support of such heavyweights as Federal Re¬ 
serve Chairman Alan Greenspan and a growing clamor 
from a few institutional investors, indexed stock options 
remain very unpopular. Executives hate them because they 
inject more risk into the current windfall setup. Employers 
shun them because uhlike traditional options, they require 
companies to take an accounting charge against earnings. 
Only one major company. Level 3 Communications Inc., a 
Broomfield (Colorado)-based telecommunications infra¬ 
structure outfit, currently uses them. "Most executives like 
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it the way it is," says Ira M. Millstein, senior partner at law 
firm Weil, Gotshal & Manges and a governance expert. 
"Maybe when the market goes the other way, this will 
catch on." 

How, exactly, do indexed options work? Simply put, 
they reward relative rather than absolute performance. 
Unlike premium-priced options, a more popular tech¬ 
nique in which options are set at a higher level than the 
current price, indexed options have no value unless the 
underlying stock does better than a preset index. In a ris¬ 
ing market, the bar is a high one. But in a declining mar¬ 
ket, an executive at a company with a falling stock price 
can still cash in, as long as the decline is less steep than 
that of his or her peers. 

The difference in payout under the two types of op¬ 
tions can be dramatic. Take the case of a hypothetical 
1,000-share option grant at $10 per share that's tied to the 
performance of the S&P 500. If the company's stock rose 
by 20 percent, to $12, while the market rose 40 percent, 
the options would have no immediate value, since the 
company had underperformed. With a standard, "plain- 
vanilla" option, that grant would have paid $2,000. But if 
the overall market fell 30 percent while the stock dropped 
just 10 percent, to $9, that indexed grant would be worth 
$2,000-the difference between the index and the com¬ 
pany performance. If the stock rose in a declining market, 
the payout would be yet higher. 

FEW SUPPORTERS. One drawback of indexed op¬ 
tions is that they don't pay as much as standard options 
when managers do outperform. If the company stock rose 
to $23 while the index rose to just $15, the options would 
be worth $8,000-compared to $13,000 with the plain- 
vanilla options. To make up for that shortfall, the number 
of indexed options granted would have to be roughly dou¬ 
bled, says Russell H. Miller, partner at SCA. With 
"grossed-up" options, that top performer would have 
earned $16,000 instead of$8,000.... 

Then there's Walt Disney Co.'s Michael D. Eisner, who 
collected $569.8 million in fiscal 1998 from exercising a 
breathtaking 22 million shares granted over nine years. 
Had those options been indexed, he "'Wouldhave earned 
"just" $257.5 million, an amount that still would have 
broken all pay records at the time. With grossed-up in¬ 
dexed option grants, he would have made $502.1 million, 
a decrease from his actual haul, in part because he just 
barely outperformed the S&P-22 percent to 18 percent 
over the period. Overall, SCA says that 80 percent of the 
20 best-paid CEOs in 1998 would have done better with 
grossed-up indexed options. 

Although indexed options provide all the right incen¬ 
tives, they have few supporters in the mainstream corpo¬ 
rate world, in part because they might expose some poor 
performers but also because they have a slew of their own 
problems. Start with the strangest one. an accounting 
anomaly that requires the value of indexed options to be 


calculated on a quarterly basis and charged to earnings. 
The Financial Accounting Standards Board (FASB) al¬ 
lows traditional options to avoid any charge to earnings- 
a free ride that has contributed mightily to the popularity 
of options over cash. Why the difference? Because the ex¬ 
ercise price of indexed options fluctuates depending on 
the value of the index it's tied to. The FASB has ruled that 
indexed options must be charged to earnings every quarter 
so that investors can see the current option-related Habil- 
ities. Level 3 Communications' 1999 income statement 
reflects $111 million in expenses from its Outperform 
Stock Option Plan. Level 3 is currently in a quiet period 
and wouldn't comment on the plan. 

So far Level 3 has few imitators, even though its stock 
has soared 212 percent since it started handing out in¬ 
dexed options in April 1998. The accounting charge is the 
biggest reason indexed options haven't caught on, though 
proponents argue that analysts could easily see through 
the charges, just as they've come to accept other oddities 
in a company's financials. "I think Wall Street would ac¬ 
cept that those accounting charges were just paper 
charges," says Barry Bingham, director of executive com¬ 
pensation at Monsanto Co. Still, while Bingham finds in¬ 
dexed options "intriguing," Monsanto has so far experi¬ 
mented instead with premium priced option plans, where 
options are set above the current stock price but don't re¬ 
quire relative outperformance-and carry no accounting 
charges. 

Dilution, or the reduction in value per share from the 
issuance of more shares, is another drawback. Already the 
flood of traditional stock options has created a disturbing 
level of dilution. According to pay consultant Pearl Meyer 
& Partners Inc., the number of shares available for com¬ 
pensation programs as a percentage of shares outstanding 
was 13.7 percent in 1998 and rising. That would climb 
even higher with indexed options if they required bigger 
grants. Experts say it would be hard to get around the 
problem simply by rejiggering the exercise price to in¬ 
crease the payout for spectacular performance. That could 
run the risk of turning the incentive into a simple cash 
bonus instead of an option. 

While there's hardly a groundswell of support for in¬ 
dexed options yet, there is a buzz around the issue that is 
sure to intensify if the market continues to narrow. Last 
year shareholder resolutions calling for indexed or per¬ 
formance-based options were filed at four companies, in¬ 
cluding Chubb, a longtime stock laggard, Gannett, and 
J.6. Penney. Sponsored by pension funds, including those 
of the AFL-CIO and the Communications Workers of 
America, the resolutions gained the support of proxy ad¬ 
viser Institutional Shareholde'r Services. "What we want 
to see is that they're grading themselves against a curve," 
says Patrick S. McGurn, director of corporate programs at 
Institutional Shareholder Services. The Chubb proposal 
received 33 percent of the vote, "a huge number for a first- 
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time proposal," saysMcGurn. Now the AFL-CIO and two 
New York City pension funds may soon put forth similar 
proposals at other companies. 

Still, it may take a falling market for indexed options 
to catch on. "What's going to trigger the interest here is 
when a very broad cross-section of companies starts to see 
either declining stock prices or flat stock prices," says 
Rappaport. If the market falls, traditional options will 
have no value at all. Companies will either have to return 
to cash-based payor try wooing execs with indexed op¬ 
tions, which could still payoff if the underlying stock falls 
less than the market. In fact, falling stocks could be just 
the thing to get widespread agreement from executives 
that the market's overall trends don't always reflect their 


companies' performance. Until that point, the pay wagons 
are sure to keep on rolling for executives, regardless of how 
well they do. 

SOURCE: Reprinted from February 28. 2000 issue of BusinessWeek by special 
permission. Copyright © 2000 by The McGraw-Hill Companies. Inc. 

Questions 

1. Describe how indexed options work. 

2. What effect would the use of indexed options have on 
CEO pay in most cases? 

3. In light of how indexed options would affect CEO pay, 
what problems might be encountered by a firm that 
switched to using indexed options? 
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Objectives 

After reading this chapter, you should be able to: 


1. Discuss the 
growth in-benefits 
costs and the 
underlying 
reasons for that 
growth, 

2. Explain the major 
provisions of 
employee benefits 
programs. 


3. Describe the 
effects of benefits 
management on 
cost and 

Workforce, quality. 

4. Explain how 
employee benefits 
in the United 
States compare 
with those in other 
countries. 


5. Explain the 
importance of 
effectively 
communicating 
the nature and 
value of benefits 
to employees. 


6. Describe the 
regulatory 
constraints that 
affect the way 
employee benefits 
are designed and 
administered. 














Given the recent state of our 
economy, employees who have 
put too much of their 
investments in one place, 
namely their own company's 
stock, have a lot at risk as 
events at Enron and other 
companies have made clear. 



Not Your 
Father’s 
Retirement 
Plan 

A generation ago, a 
worker's pension plan 
was sacrosanct. An em¬ 
ployee who stayed 
with a company having 
a strong plan would be 
rewarded with a com¬ 
fortable retirement in¬ 
come. Today that 
security seems to be 
on shaky ground-if 
not gone altogether in 
some companies. In¬ 
stead, today's retire¬ 
ment plans are 
increasingly of the de¬ 
fined contribution 
type, such as a 401 k 
plan, where employees 
and often employers 
set aside money for an 


employee's retirement, 
but there are no guar¬ 
antees of how much 
that investment will be 
worth in the future or 
whether it will provide 
a comfortable retire¬ 
ment. This depends 
entirely on the invest¬ 
ment decisions that 
the employee makes. 
Thus today's retirement 
plans increasingly re¬ 
quire savvy on the part 
of employees, particu- 
lady when it comes to 
owning their com¬ 
pany's stock. If the 
stock soars, employees 
win; but if it tanks, they 
can lose a bundle, just 
when they need the 
money the most. 

Lucent Technologies 
is one example. When 
the company was rid¬ 
ing high, so were its 
employees' 401 (k) in¬ 
vestments; but in 
2000, when the stock 


dropped 80 percent, 
workers who had a sig¬ 
nificant amount of their 
plans invested in com¬ 
pany stock were hurt 
badly. "The stock was 
doing so well that I got 
greedy," laments one 
employee. But Lucent 
shares responsibility for 
the problem. The com¬ 
pany's 401 (k) plan for 
hourly employees 
matches every dollar 
contributed by an em¬ 
ployee with 66 cents of 
Lucent stock. The plan 
also requires that an 
individual hold the 
stock for a certain 
number of years, which 
means that if the stock 
drops once the person 
hits retirement age, he 
or she could lose a lot 
of money. Also, the \ 
way the plan is struc¬ 
tured, an employee 
ends up with at least 
30 percent of his or 


her investments in Lu¬ 
cent stock. 

But Lucent employ¬ 
ees aren't the only 
ones suffering. Owens 
Corning, whose plan 
includes 44 percent of 
company stock, 
dropped 87 percent in 
one year. Dell, whose 
plan requires 88 per¬ 
cent in company as¬ 
sets, dropped 50 
percent. If these em¬ 
ployees are laid off 
during lean times, both 
their jobs and their 
nest eggs will be de¬ 
stroyed. 

Although the great 
stock gains realized by 
some new economy 
companies may have 
caused many people 
to forget about diversi¬ 
fication, the swift drop 
in stock prices at many 
of these companies in 
the last year or so has 
provided an abrupt, 
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painful reminder of the 
importance of diversifi¬ 
cation. Unfortunately, 
too many companies 
have failed in helping 
their employees under¬ 
stand this. For exam- 
pie, Fidelity Invest¬ 
ments studied 7,000 
such contribution pro¬ 
grams and learned that 
the average plan has 
more than 30 percent 
of its total assets in¬ 
vested in company 
stock. That's simply too 
many eggs in one bas- 
keto Investment writer 
Lewis Graham sug¬ 
gests lifting restrictions 
on the number of years 
an employee must 


hold company stock, 
and Fidelity learned 
that some companies 
are now capping the 
percentage of com¬ 
pany stock employees 
can have in their plans. 
In addition, retirement 
adviser Michael Scar¬ 
borough recommends 
that companies do a 
better job of educating 
employees about their 
risks and options. "The 
tools are out there to 
adequately advise em¬ 
ployees," he remarks. 
"But most companies 
choose not to give 
them to employees." 

Recognizing a mar¬ 
ket opportunity. Fi¬ 


delity has started sell¬ 
ing stock option serv¬ 
ices to large 
companies in an effort 
to help them sort 
through the adminis¬ 
trative jumble that ac¬ 
companies 401 (k) plans 
tied to stock. Fidelity 
services include track¬ 
ing options grants for 
corporate clients, pro¬ 
viding dedicated tele¬ 
phone representatives 
for employees, offering 
education and calcula¬ 
tors at its website, and 
posttrade record keep¬ 
ing. Firms seem to like 
the idea of having ex¬ 
perts handle the prob¬ 
lem. "We've got more 


companies in the 
queue than we can 
handle right now," says 
Tracy Esherick, execu¬ 
tive vice president of 
Fidelity's online broker¬ 
age group. "We think 
there's a real opportu¬ 
nity here, making sure 
that employees have 
the tools they need to 
assess what their trans¬ 
action options are." 

SOURCE: B. Healy, "Taking 
Stock of Options," The Boston 
Globe (August 6, 2001), 
^fT^THi^iTaTmas^osToiLcom^ 

L. Graham, "Company Stock 
Could Sink Your Ship," 
BusinessWeek (July 30,2001), p. 
86 . 


••• Introduction 

If we think of benefits as a part of total employee compensation, many of the concepts 
discussed in the two previous chapters on employee compensation apply here as well. 
This means, for example, that both cost and behavioral objectives are important. The 
cost of benefits adds an average of 37 percent to every dollar of payroll, thus ac¬ 
counting for about 27 percent of the total employee compensation package. Control¬ 
ling labor costs is not possible without controlling benefits costs. When Daimler 
Chrysler pays $1300 in health care costs per Chrysler car produced (average vehicle 
price of $18,600), its ability to sell automobiles at a competitive price is challenged.! 
On the behavioral side, benefits seem to influence whether potential employees come 
to work for a company, whether they stay, when they retire-perhaps even how they 
perform (although the empirical evidence, especially on the latter point, is surpris¬ 
ingly limited). Different employees look for different types of benefits. Employers 
need to regularly reexamine their benefits to see whether they fit the needs of today 
rather than yesterday. 

Although it makes sense to think of benefits as part of total compensation, bene¬ 
fits have unique aspects. First, there is the question of legal compliance. Although di¬ 
rect compensation is subject to government regulation, the scope and impact of reg¬ 
ulation on benefits is far greater. Some benefits, such as Social Security, are mandated 
by law. Others, although not mandated, are subject to significant regulation or must 
meet certain criteria to achieve the most favorable tax treatment; these include pen¬ 
sions and savings plans. The heavy involvement of government in benefits decisions 
reflects the central role benefits play in maintaining economic security. 
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A second unique aspect of benefits is that organizations so typically offer them that 
they have come to be institutionalized. Providing medical and retirement benefits of 
some sort has become almost obligatory for many employers. A large employer that 
did not offer such benefits to its full-time employees would be highly unusual, and the 
employer might well have trouble attracting and retaining a quality workforce. How¬ 
ever, the opening vignette provides an example of how the relationship between em¬ 
ployers and employees is changing and how it may influence the types of benefits of¬ 
fered. The vignette also shows how serious the consequences can be if employers and 
employees do not recognize the risks that particular benefits decisions may create. 

A third unique aspect of benefits, compared with other forms of compensation, is 
their complexity. It is relatively easy to understand the value of a dollar as part of a 
salary, but not as part of a benefits package. The advantages and disadvantages of dif¬ 
ferent types of medical coverage, pension provisions, disability insurance, and so forth 
are often difficult to grasp, and their value (beyond a general sense that they are good 
to have) is rarely as clear as the value of one's salary. Most fundamentally, employees 
may not even be aware of the benefits available to them; and if they are aware, they 
may not understand how to use them. When employers spend large sums of money 
on benefits but employees do not understand the benefits or attach much value to 
them, the return on employers' benefits investment will be fairly dismal. 2 Thus, an¬ 
other reason for giving more responsibility to employees for retirement planning and 
other benefits is to increase their understanding of the value of such benefits . 


••• Reasons for Benefits Growth 

In thinking about benefits as part of total compensation, a basic question arises: Why 
do employers choose to channel a significant portion of the compensation dollar away 
from cash (wages and salaries) into benefits? Economic theory tells us that people pre¬ 
fer a dollar in cash over a dollar's worth of any specific commodity because the cash 
can be used to purchase the commodity or something else.3 Thus cash is less restric¬ 
tive. Several factors, however, have contributed to less emphasis on cash and more on 
benefits in compensation. To understand these factors, it is useful to examine the 

growth in benefits over time and the underlying reasons for that growth. 

Figure 13.1 gives an indication of the overall growth in benefits. Note that in 1929, 
on the eve of the Great Depression, benefits added an average of only 3 percent to 
every dollar of payroll. By 1955 this figure had grown to 17 percent, and it has con¬ 
tinued to grow, now accounting for about 37 percent on top of every payroll dollar. 

Many factors contributed to this tremendous growth. 4 First, during the 1930s sev- 

erallaws were passed as part of Franklin Roosevelt's New Deal, a legislative program 

aimed at buffering people from the devastating effects of the Great Depression. The 

Social Security Act and other legislation established legally required benefits (such as 
the Social Security retirement system) and modified the tax structure in such a way 
as to effectively make other benefits-such as workers' compensation (for work- 
related injuries) and unemployment insurance-mandatoiy. Second, wage and price 
controls instituted during World War II, combined with labormarket shortages, forced 
employers to think of new ways to attract and retain employees. Because benefits were 
not covered by wage controls, employers channeled more resources in this direction. 
Once institutionalized, such benefits tended to remain even after wage and price con¬ 
trols were lifted. 

Third, the tax treatment of benefits programs is often more favorable for employees 
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FIGURE 13.1 

Growth of Employee Benefits, Percentage of Wages and Salaries, 1929-99 



SOURCE: U.S. Chamber of Commerce Research Center, Employee Benefits 1990, Employee Benefits 1997, 
Employee Benefits 2000 (Washington, DC: U.S. Chamber of Commerce, 1991, 1997, and 2000). 


Marginal tax rate 

The percentage of 
an additional dollar 
of earnings that 
goes to taxes. 


than the tax treatment of wages and salaries, meaning that a dollar spent on benefits 
has the potential to generate more value for the employees than the same dollar spent 
on wages and salaries. The marginal tax rate is the percentage of additional earnings 
that goes to taxes. Consider the hypothetical employee in Table 13.1 and the effect on 
take-home pay of a $1,000 increase in salary. The total effective marginal tax rate is 
higher for higher-paid employees and also varies according to state and city. (New York 


TABLE 13.1 

Example of Marginal 
Tax Rates for an 
Employee Salary of 
$50,000 


NOMINAL 

EFFECTIVE 

TAX RATE 

TAX RATE 



Total tax rate 43.3 


NOTE: State and city taxes are deductible on the federal tax return, reducing their effective tax rate. 
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State and New York City are among the highest.) A $1,000 annual raise for the em¬ 
ployee earning $50,000 per year would increase net pay $570 ($1,000 X [1 - .43]). In 
contrast, an extra $1,000 put into benefits would lead to an increase of $1,000 in "take- 
home benefits." 

Employers, too, realize tax advantages from certain types of benefits. Although 
both cash compensation and most benefits are deductible as operating expenses, em¬ 
ployers (like employees) pay Social Security tax on salaries below a certain amount 
($80,400 in 2001) and Medicare tax on the entire salary, as well as other taxes like 
workers' compensation and unemployment compensation. However, no such taxes 
are paid on most employee benefits. The bottom line is that the employer may be able 
to provide more value to employees by spending the extra $1,000 on benefits instead 
of salary. 

The tax advantage of benefits also takes another form. Deferring compensation 
until retirement allows the employee to receive cash, but at a time (retirement) when 
the employee's tax rate is sometimes lower because of a lower income level. More im¬ 
portant, perhaps, is that investment returns on the deferred money typically accumu¬ 
late tax free, resulting in much faster growth of the investment. 

A fourth factor that has influenced benefits growth is the cost advantage that 
groups typically realize over individuals. Organizations that represent large groups of 
employees can purchase insurance (or self-insure) at a lower rate because of 
economies of scale, which spread fixed costs over more employees to reduce the cost 
per person. Insurance risks can be more easily pooled in large groups, and large groups 
can also achieve greater bargaining power in dealing with insurance carriers or med¬ 
ical providers. 

A fifth factor influencing the growth of benefits was the growth of organized labor 
from the 1930s through the 1950s. This growth was partly a result of another piece of 
New Deal legislation, the National Labor Relations Act, which greatly enhanced 
trade unions' ability to organize workers and negotiate contracts with employers. 
Benefits were often a key negotiation objective. (Indeed, they still are. It is estimated 
that more than half of workers who struck in the early 1990s did so over health care 
coverage issues.)5 Unions were able to successfully pursue their members' interests in 
benefits, particularly when tax advantages provided an incentive for employers to 
shift money from cash to benefits. For unions, a new benefit such as medical coverage 
was a tangible success that could have more impact on prospective union members 
than a wage increase of equivalent value, which might have amounted to only a cent 
or two per hour. Also, many nonunion employers responded to the threat of union¬ 
ization by implementing the .same benefits for their own employees, thus contribut¬ 
ing to benefits growth. 

Finally, employers may also provide unique benefits as a means of differentiating 
themselves in the eyes of current or prospective employees. In this way, employers 
communicate key aspects of their culture that set them apart from the rest of the 
pack. Table 13.2 shows some examples . 


••• Benefits Programs 

Most benefits fall into one of the following categories: social insurance, private group 
insurance, retirement, pay for time not worked, and family-friendly policies. 6 Table 
13.3, based on Bureau of Labor Statistics (BLS) data, provides an overview of the 
prevalence of specific benefits programs. 
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TABLE 13.2 

Differentiating via 
Benefits 


CMP Media ; far inferti% treatments or adoption 

Fannie Mae 10 paid hours per month for volunteer work 

Microstrategy One-week Caribbean cruise each January 
Eli Lilly Free Lilly drugs (including Prozac) 

Pfizer '■ Free Pfizer drugs (including Viagra) 

Intel Eight-week sabbatical after seven years 


SOURCE: From "100 Best Companies to Work for," Fortune. Copyright © 2001 Time, Inc. All rights 
reserved. 


TABLE 13.3 

Percentage of Full- 
Time Workers Who 
Participate in 
Selected Benefits 
Programs 



MEDIUM-SIZE AND 
LARGE PRIVATE 

SMALL PRIVATE 


ESTABLISHMENTS, 

ESTABLISHMENTS, 


1997 

1996 


76% 

64% 1 

Dental care 

59' . 

31 



i wkskh m 

Long-term disability insurance 

43 

.. - 56 

22 

50 

All retirement 

79 

46 

Defined benefit pension 

50 

15 

Defined contribution plan 
' Life ihstifrarlce • '‘ 

57 

38 

'* 87 


Paid leave 



Holidays 

89 

80 

tT Vacation 

95 

86 

Family leave 

2 

2 

SOTTRrF.-|httn //st;iK his unv/ehshnme him 

3 



Social Insurance (Legally Required) 


Social Security 

Among’the most important provisions of the Social Security Act of 1935 was the es¬ 
tablishment of old-age insurance and unemployment insurance. The act was later 
amended to add survivor's insurance (1939), disability insurance (1956), hospital in¬ 
surance (Medicare Part A, 1965), and supplementary medical insurance (Medicare 
Part B, 1965) for the elderly. Together these provisions constitute the federal Old 
Age, Survivors, Disability, and Health Insurance (OASDHI) program. Over 90 per¬ 
cent of U.S. employees are covered by the program, the main exceptions being rail¬ 
road and federal, state, and local government employees, who often have their own 
plans. Note, however, that an individual employee must meet certain eligibility re¬ 
quirements to receive benefits. To be fully insured typically requires 40 quarters of 
covered employment and minimum earnings of $830 per quarter in 2001. However, 
the eligibility rules for survivors' and disability benefits are somewhat different. 

Social Security retirement (old-age insurance) benefits for fully insured workers 
begin at age 65 (full benefits) or age 62 (at a permanent reduction in benefits). AI- 
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though the amount of the benefit depends on one's earnings history, benefits go up 
very little after a certain level (the maximum monthly benefit in 2001 was $1,536); 
thus high earners help subsidize benefit payments to low earners. Cost-of-living in¬ 
creases are provided each year that the consumer price index increases. 

An important attribute of the Social Security retirement benefit is that it is free 
from state tax in about half of the states and entirely free from federal tax. However, 
the federal tax code has an earnings test for those who are still earning wages. In 2001, 
beneficiaries ages 62-64 were allowed to make $10,680; in the year an individual 
reaches age 65, the earnings test is $25,000. However, as of January 2000, there is no 
earnings test for those 65 and older. If these amounts are exceeded, the social security 
benefit is reduced $1 for every $2 in excess earnings for those ages 62 to 64 and $1 for 
every $3 in the year a worker turns 65. Those age 65 or older face no penalty. These 
provisions are important because of their effects on the work decisions of those be¬ 
tween 62 and 70. The earnings test increases a person's incentive to retire (otherwise 
full Social Security benefits are not received), and if she continues to work, the in¬ 
centive to work part-time rather than full-time increases. 

How are retirement and other benefits financed? Both employers and employees 
are assessed a payroll tax. In 2001, each paid a tax 00.65 percent (a total of 15.3 per¬ 
cent) on the first $80,400 of the employee's earnings. Of the 7.65 percent, 6.2 percent 
funds OASDHI, and 1.45 percent funds Medicare (Part A). In addition, the 1.45 per¬ 
cent Medicare tax is assessed on all earnings. 

What are the behavioral consequences of Social Security benefits? Because they 
are legally mandated, employers do not have discretion in designing this aspect of 
their benefits programs. However, Social Security does affect employees' retirement 
decisions. The eligibility age for benefits and the tax penalty for earnings above a cer¬ 
tain level contribute to an outflow of employees once they reach their middle 60s. If, 
as some have suggested, pay rises with age more quickly than productivity does late 
in employees' careers, these retirements are a positive outcome for employers. Indeed, 

in recent years, many employers have relied heavily on early retirement incentives to 
reduce employment. On the other hand, when older employees leave, they take with 
them a great deal of experience and expertise. 


Unemployment Insurance 

Established by the 1935 Social Security Act, this program has four major objectives: 

(1) to offset lost income during involuntary unemployment, (2) to help unemployed 
workers find new jobs, (3) to provide an incentive for employers to stabilize employ¬ 
ment, and (4) to preserve investments in worker skills by providing income during 
short-term layoffs (which allows workers to return to their employer rather than start 
over with another employer). 

The unemployment insurance program is financed largely through federal and 
state taxes on employers. Although, strictly speaking, the decision to establish the 
program is left to each state, the Social Security Act created a tax incentive structure 
that quickly led every state to establish a program. The federal tax rate is currently 
0.8 percent on the first $7,000 of wages. The state tax rate varies, the minimum being 
5.4 percent on the first $7,000 of wages. Many states have a higher rate or impose the 
tax on a greater share of earnings. In 1997. Rhode Island employers incurred the high¬ 
est costs, $707 per employee, whereas South Dakota was lowest at $91 per employee. 
The state average was $210. down from $224 in 1996. 7 

A very important feature of the unemployment insurance program is that no state 
imposes the same tax on every employer. Instead, the size of the tax depends on the 
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employer's experience rating. Employers that have a history of laying off a large share 
of their workforces pay higher taxes than those who do not. In some states, an em¬ 
ployer that has had very few layoffs may pay no state tax. In contrast, an employer 
with a poor experience rating could pay a tax as high as 5 to 10 percent, depending 
on the state. 8 

Unemployed workers are eligible for benefits if they (1) have a prior attachment to 
the workforce (often 52 weeks or four quarters of work at a minimum level of pay), (2) 
are available for work. (3) are actively seeking work (including registering at the local 
unemployment office), and (4) were not discharged for cause (such as willful miscon¬ 
duct), did not quit voluntarily, and are not out of work because of a labor dispute. 

Benefits also vary by state, but they are typically about 50 percent of a person's 
earnings and last for 26 weeks. Extended benefits for up to 13 weeks are also available 
in states with a sustained unemployment rate above 6.5 percent. Emergency extended 
benefits are also sometimes funded by Congress. All states have minimum and maxi¬ 
mum weekly benefit levels. In contrast to Social Security retirement benefits, unem¬ 
ployment benefits are taxed as ordinary income. 

Because unemployment insurance is, in effect, legally required, management's dis¬ 
cretion is limited here, too. Management's main task is to keep its experience rating 
low by avoiding unnecessary workforce reductions (by relying, for example, on the 
sorts of actions described in Chapter 5). 

Workers' Compensation 

Prior to enactment of these laws, workers suffering work-related injuries or diseases 
could receive compensation only by suing for damages. Moreover, the common-law 
defenses available to employers meant that such lawsuits were not usually successfuL 
In contrast, workers' compensation laws cover job-related injuries and death. 9 These 
laws operate under a principle of no-fault liability, meaning that an employee does 
not need to establish gross negligence by the employer. In return, employers receive 
immunity from lawsuits. (One exception is the employer who intentionally con¬ 
tributes to a dangerous workplace.) Employees are not covered when injuries are self- 
inflicted or stem from intoxication or "willful disregard of safety rules." 10 Approxi¬ 
mately 90 percent of all U.S. workers are covered by state workers' compensation 
laws, although again there are differences among states, with coverage ranging from 
70 percent to over 95 percent. 

Workers' compensation benefits fall into four major categories: (1) disability in¬ 
come, (2) medical care, (3) death benefits, and (4) rehabilitative services. 

Disability income is typically two-thirds of predisability earnings, although each 
state has its own minimum and maximum. In contrast to unemployment insurance 
benefits, disability benefits are tax free. The system is financed differently by different 
states, some having a single state fund, most allowing employers to purchase coverage 
from private insurance companies. Self-funding by employers is also permitted in most 
states. The cost to the employer is based on three factors. The first factor is the nature 
of the occupations and the risk attached to each. Premiums for low-risk occupations 
may be less than 1 percent of payroll; the cost for some of the most hazardous occupa¬ 
tions may be as high as 100 percent of payroll. The second factor is the state where 
work is located. For example, the loss of a leg may be worth $208,690 in Pennsylvania 
but only $31,200 in Colorado.!! The third factor is the employer's experience rating. 

The cost of the workers' compensation system to U.S. employers has grown dra¬ 
matically, leading to an increased focus on ways of controlling workers' compensation 
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costs. 1 2 The experience rating system again provides an incentive for employers to 
make their workplaces safer. Dramatic injuries (like losing a finger or hand) are less 
prevalent than minor ones, such as sprains and strains. Back strain is the most preva¬ 
lent injury (31 percent of all injuries), costing an average of $24,000 per claim. 13 
Many actions can be taken to reduce workplace injuries, such as work redesign and 
training.14 Some changes can be fairly simple (such as permitting workers to sit in¬ 
stead of having them bend over). It is also important to hold managers accountable 
(in their performance evaluations) for making workplaces safer and getting employ¬ 

ees back to work promptly following an injury. With the recent passage of the Amer¬ 
icans with Disabilities Act, employers are under even greater pressure to deal effec¬ 
tively and fairly with workplace injuries. See the discussion in Chapter 3 on safety 
awareness programs for some of the ways employers and employees are striving to 
make the workplace safer. 


Private Group Insurance 

As we noted earlier, group insurance rates are typically lower than individual rates be¬ 
cause of economies of scale, the ability to pool risks, and the greater bargaining power 
of a group. This cost advantage, together with tax considerations and a concern for 
employee security, helps explain the prevalence of employer-sponsored insurance 

plans. We discuss two major types: medical insurance and disability insurance. Note 
that these programs are not legally required; rather, they are offered at the discretion 
of employers. 


Medicallnsurance 

Not surprisingly, public opinion surveys indicate that medical benefits are by far the 
most important benefit to the average person.l 5 As Table 13.3 indicates, most full¬ 
time employees, particularly in medium-size and large companies, get such benefits. 
Three basic types of medical expenses are typically covered: hospital expenses, surgi¬ 
cal expenses, and physicians' visits. Other benefits that employers may offer include 
dental care, vision care, birthing centers, and prescription drug programs. Perhaps the 
most important issue in benefits management is the challenge of providing quality 
medical benefits while controlling costs, a subject we return to in a later section. 

The Consolidated Omnibus Budget Reconciliation Act (COBRA) of 1985 re¬ 
quires employers to permit employees to extend their health insurance coverage at 
group rates for up to 36 months following a "qualifying event" such as termination 
(except for gross misconduct), a reduction in hours that leads to the loss of health in¬ 
surance, death, and other events. The beneficiary (whether the employee, spouse, or 
dependent) must have access to the same services as employees who have not lost 
their health insurance. Note that the beneficiaries do not get free coverage. Rather, 
they receive the advantage of purchasing coverage at the group rather than the indi¬ 
vidual rate. 


Disability Insurance 

Two basic types of disability coverage exist. 16 As Table 13.3 indicates, about 55 percent 
of employees in medium-size and large companies are covered by short-term disability 
plans and about 43 percent are covered by long-term disability plans. Short-term plans 
typically provide benefits for six months or less, at which point long-term plans take 


Consolidated 
Omnibus Budget 
Reconciliation Act 
(COBRA) 

The 1985 act that 
requires employers 
to permit 
employees to 
extend their health 
insurance coverage 
at group rates for up 
to 36 months 
following a 
qualifying event, 
such as a layoff. 
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over, potentially covering the person for life. The salary replacement rate is typically 
between 50 and 70 percent, although short-term plans are sometimes higher. There are 
often caps on the amount that can be paid each month. Federal income taxation of 
disability benefits depends on the funding method. Where employee contributions 
completely fund the plan, there is no federal tax. Benefits based on employer contri¬ 
butions are taxed. Finally, disability benefits, especially long-term ones, need to be co¬ 
ordinated with other programs, such as Social Security disability benefits. 


Pension Benefit 
Guaranty 
Corporation 
(PBGe) 

The agency that 
guarantees to pay 
employees a basic 
retirement benefit in 
the event that 
financial difficulties 
force a company to 
terminate or reduce 
employee pension 
benefits. 


Employee 

Retirement Income 
Security Act 
(ERISA) 

The 1974 act that 
increased the 
fiduciary 

responsibilities of 
pension plan 
trustees, established 
vesting rights and 
portability 
provisions, and 
established the 
Pension Benefit 
Guaranty 

Corporation (PBGC). 


Retirement 

Earlier we discussed the old-age insurance part of Social Security, a legally required 
source of retirement income. Although this remains the largest single component of 
the elderly's overall retirement income (38 percenr), the combination of private pen¬ 
sions (17 percent) and earnings from assets (savings and other investments like stock) 
account for an even larger share (25 percent). The remainder of the elderly's income 
comes from earnings (17 percent) and other sources (3 percenr). 17 

Employers have no legal obligation to offer private retirement plans, but most do. 
As we note later, if a private retirement plan is provided, it must meet certain stan¬ 
dards set forth by the Employee Retirement Income Security Act. 


Defined Benefit 

A defined benefit plan guarantees ("defines") a specified retirement benefit level to em¬ 
ployees based typically on a combination of years of service and age as well as on the 
employee's earnings level (usually the five highest earnings years). For instance, an or¬ 
ganization might guarantee a monthly pension payment of $1,500 to an employee re¬ 
tiring at age 65 with 30 years of service and an average salary over the finals years of 
$40,000. As Table 13.3 indicates, 50 percent of full-time employees in large and 
medium-size companies and 15 percent in small companies were covered by such 
plans in 1997 and 1996, respectively. This translates into less than 30 percent of em¬ 
ployees in all companies being covered by these plans, although most salaried em¬ 
ployees in large (mostly Fortune 100) companies are covered under defined benefit 
plans. The replacement ratio (pension payment/final salary) ranges from about 21 
percent for a worker aged 55 with 30 years of service who earned $35,000 in her last 
year to about 36 percent for a 65-year-old worker with 40 years of service who earned 
the same amount. With Social Security added in, the ratio for the 65-year-old worker 
increases to about 77 percent. IS 

Defined benefit plans insulate employees from investment risk, which is borne by 
the company. In the event of severe financial difficulties that force the company to 
terminate or reduce employee pension benefits, the Pension Benefit Guaranty Cor¬ 
poration (PBGC) provides some protection of benefits. Established by the Employee 
Retirement Income Security Act (ERISA) of 1974, the PBGC guarantees a basic 
benefit, not necessarily complete pension benefit replacement, for employees who 
were eligible for pensions at the time of termination. It insures the retirement bene¬ 
fits of 43 million workers. The maximum monthly benefit is limited to the lesser of 
1/12 of an employee's annual gross income during a PBGC-defined period or $3,392 
in 2001. The PBGC is funded by an annual contribution of $19 per plan participant, 
plus an additional variable rate premium for underfunded plans that can reach $72 
per participant. 19 Note that the PBGC does not guarantee health care benefits. 
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Defined Contribution 

Unlike defined benefit plans, defined contribution plans do not promise a specific ben¬ 
efit level for employees upon retirement. Rather, an individual account is set up for 
each employee with a guaranteed size of contribution. The advantage of such plans 
for employers is that they shift investment risk to employees and present fewer ad¬ 
ministrative challenges because there is no need to calculate payments based on age 
and service and no need to make payments to the PBGc. Z0 As Table 13.3 indicates, 
57 percent of medium-size and large companies and 38 percent of small companies 
have such plans. Note that in small companies defined contribution plans are much 
more prevalent than defined benefit plans, perhaps because of employers' desire to 
avoid long-term obligations or perhaps because small companies, which tend to be 
younger, tend to adopt defined contribution plans. Many companies have both de¬ 
fined benefit and defined contribution plans. 

There is a wide variety of defined contribution plans, a few of which are briefly de¬ 
scribed here. One of the simplest is a money purchase plan, under which an employer 
specifies a level of annual contribution (such as 10 percent of salary). At retirement 
age, the employee is entitled to the contributions plus the investment returns. The 
term "money purchase" stems front the fact that employees often use the money to 
purchase an annuity rather than taking it as a lump sum. Profit sharing plans and em¬ 
ployee stock ownership plans are also often used as retirement vehicles. Both permit 
contributions (cash and stock, respectively) to vary from year to year, thus allowing 
employers to avoid fixed obligations that may be burdensome in difficult financial 
times. Section 401 (k) plans (named after the tax code section) permit employees to 
defer compensation on a pretax basis. Annual contributions in 2000 were limited to 
$10,500 but will increase to $11,000 in 2002 and increase by $1,000 annually through 
2005 and by $500 annually thereafter through 2010.-1 

Defined contribution plans continue to grow in importance. An important impli¬ 
cation is that they put the responsibility for wise investing squarely on the shoulders 
of the employee. These investment decisions will become more critical because 
401(k) plans continue to grow rapidly, and by the year 2012 they alone are expected 
to provide as much as 50 percent of total retirement income (up from about 15 per¬ 
cent in 1992).22 Several factors affect the amount of income that will be available to 
an employee upon retirement. First, the earlier the age at which investments are 
made, the longer returns can accumulate. As Figure 13.2 shows, an annual invest¬ 
ment of$3,000 made between ages 21 and 29 will be worth much more at age 65 than 
a similar investment made between ages 31 and 39. Second, different investments 
have different historical rates, of return. Between 1946 and 1990, the average annual 
return was 11.4 percent for stocks, 5.1 percent for bonds, and 5.3 percent for cash 
(bank savings accounts).23 As Figure 13.2 shows, if historical rates of return were to 
continue, an investment in a mix of 60 percent stock, 30 percent bonds, and 10 per¬ 
cent cash between the ages of 21 and 29 would be worth almost four times as much 
at age 65 as would the same amount invested in a bank savings account. A third con¬ 
sideration is the need to counteract investment risk by diversification because stock 
and bond prices can be volatile in the short run. Although stocks have the greatest 
historical rate of return, that is no guarantee of future performance, particularly over 
shorter time periods. Thus some investment advisers recommend a mix of stock, 
bonds, and cash, as shown in Figure 13.2, to reduce investment risk. You;;'ger in¬ 
vestors may wish to have more stock, while those closer to retirement age typically 
have less stock in their portfolios. 
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FIGURE 13.2 
The Relationship of 
Retirement Savings 
to Age When 
Savings Begins and 
Type of Investment 
Portfolio 
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Funding, Communication, and Vesting Requirements 

ERISA does not require organizations to have pension plans, but those that are set up 
must meet certain requirements. In addition to the termination provisions discussed 
earlier, plans must meet certain guidelines on management and funding. For example, 
employers are required to make yearly contributions that are sufficient to cover future 
obligations. (As noted previously, underfunded plans require higher premiums.) 
ERISA also specifies a number of reporting and disclosure requirements involving the 
IRS, the Department of Labor, and employees/ 4 Employees, for example, must re¬ 
ceive within 90 days after entering a plan a summary plan description (SPD) that 
describes the plan's funding, eligibility requirements, risks, and so forth. Upon re¬ 
quest, an employer must also make available to an employee an individual benefit 
statement, which describes the employee's vested and unvested benefits. Obviously, 
employers may wish to provide such information on a regular basis anyway as a means 
of increasing the understanding and value employees attach to their benefits. 

ERISA guarantees employees that when they become participants in a pension 
plan and work a specified minimum number of years, they earn a right to a pension 
upon retirement. These are referred to as vesting rights. ? s Vested employees have the 
right to their pension at retirement age, regardless of whether they remain with the 
employer until that time. Employee contributions to their own plans are always com¬ 
pletely vested. The vesting of employer-funded pension benefits must take place 
under one of two schedules. Employers may choose to vest employees after five years; 
until that time, employers can provide zero vesting if they choose. Alternatively, em¬ 
ployers may vest employees over a three- to seven-year period, with at least 20 per¬ 
cent vesting in the third year and each year thereafter. These two schedules represent 
minimum requirements; employers are free to vest employees more quickly. These are 
the two choices relevant to the majority of employers. However, so-called "top- 
heavy" plans, where pension benefits for "key" employees (like highly paid top man- 
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agers) exceed a certain share of total pension benefits, require faster vesting for non¬ 
key employees. On the other hand, multi-employer pension plans need not provide 
vesting until after 10 years of employment. 

These requirements were put in place to prevent companies from terminating em¬ 
ployees before they reach retirement age or before they reach their length-ot-service 
requirements in order to avoid paying pension benefits. It should also be noted that 
transferring employees or laying them off as a means of avoiding pension obligations 
is not legal either, even if such actions are motivated partly by business necessity,26 
On the other hand, employers are free to choose whichever of the two vesting sched¬ 
ules is most advantageous. For example, an employer that experiences high quit rates 
during the fourth and fifth years of employment may choose five-year vesting to min¬ 
imize pension costs. 

The traditional defined benefit pension plan discourages employee turnover or de¬ 
lays it until the employer can recoup the training investment in employees,27 Even if 
an employee's pension benefit is vested, it is usually smaller if the employee changes 
employers, mainly because the size of the benefit depends on earnings in the final 
years with an employer. Consider an employee who earns $30,000 after 20 years and 
$60,000 after 40 years.2Sxhe employer pays an annual retirement benefit equal to 1.5 
percent of final earnings times the number of years of service. If the employee stays 
with the employer for 40 years, the annual benefit level upon retirement would be 
$36,000 (.015 X $60,000 X 40). If, instead, the employee changes employers after 20 
years (and has the same earnings progression), the retirement benefit from the first 
employer would be $9,000 (.015 x $30,000 x 20). The annual benefit from the sec¬ 
ond employer would be $18,000 (.015 x $60,000 x 20). Therefore, staying with one 
employer for 40 years would yield an annual retirement benefit of $36,000, versus a 
combined annual retirement benefit of $27,000 ($9,000 + $18,000) if the employee 
changes employers once. It has also been suggested that pensions are designed to en¬ 
courage long-service employees, whose earnings growth may eventually exceed their 
productivity growth, to retire. This is consistent with the fact that retirement bene¬ 
fits reach their maximum at retirement age,29 

The fact that in recent years many employers have sought to reduce their work¬ 
forces through early retirement programs is also consistent with the notion that pen¬ 
sions are used to retain certain employees while encouraging others to leave. One 
early retirement program approach is to adjust years-of-service credit upward for em¬ 
ployees willing to retire, resulting in a higher retirement benefit for them (and less 
monetary incentive to work). These workforce reductions may also be one indication 
of a broader trend toward employees becoming less likely to spend their entire careers 
with a single employer. On one hand, if more mobility across employers becomes nec¬ 
essary or desirable, the current pension system's incentives against (or penalties for) 
mobility may require modification. On the other hand, perhaps increased employee 
mobility will reinforce the continued trend toward defined contribution plans [like 
401 (k)s], which have greater portability (ease of transfer of funds) across employers.^ 


International Comparisons 

About 45 percent of the U.S. private-sector labor force is covered by pension plans, 
compared with 100 percent in France, 92 percent in Switzerland, 42 percent in Ger¬ 
many, and 39 percent in Japan. Among those covered by pensions, U.S. workers are 
significantly less likely to be covered by defined benefit plans (28 percent) than 
Japanese workers (100 percent) or German workers (90 percent). 
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Family and Medical 
Leave Act 

The 1993 act that 
requires employers 
with 50 or more 
employees to 
provide up to 12 
weeks of unpaid 
leave after childbirth 
or adoption; to care 
for a seriously ill 
child, spouse, or 
parent; or for an 
employee's own 
serious illness. 


Pay for Time Not Worked 

At first blush, paid vacation, holidays, sick leave, and so forth may not seem 
to make economic sense. The employer pays the employee for time not spent 
working, receiving no tangible production value in return. Therefore, some employ¬ 
ers may see little direct advantage. Perhaps for this reason, a minimum number of 
vacation days is mandated by law in Western Europe. As many as 30 days of vacation 
is not uncommon for relatively new employees in Europe. By contrast, there is no 
legal minimum in the United States, but 10 days is typical for large companies. U.S. 
workers must typically be with an employer for 20 to 25 years before they receive as 
much paid vacation as their Western European counterparts. In both the United 
States and Western Europe, around 10 paid holidays are typical, regardless of length 
of service. 31 

Sick leave programs often provide full salary replacement for a limited period of 
time, usually not exceeding 26 weeks. The amount of sick leave is often based on 
length of service, accumulating with service (one day per month, for example). Sick 
leave policies need to be carefully structured to avoid providing employees with the 
wrong incentives. For example, if sick leave days disappear at the end of the year 
(rather than accumulate), a "use it or lose it" mentality may develop among employ¬ 
ees, contributing to greater absenteeism. Organizations have developed a number 
of measures to counter this. 32 Some allow sick days to accumulate, then pay employ¬ 
ees for the number of sick days when they retire or resign. Employers may also attempt 
to communicate to their employees that accumulated sick leave is better saved to 
use as a bridge to long-term disability, because the replacement rate (the ratio of 
sick leave or disability payments to normal salary) for the former is typically higher. 
Sick leave payments may equal 100 percent of usual salary, whereas the replacement 
ratio for long-term disability might be 50 percent, so the more sick leave accumu¬ 
lated, the longer an employee can avoid dropping to 50 percent of usual pay when un¬ 
able to work. 

Although vacation and other paid leave programs help attract and retain employ¬ 
ees, there is a cost to providing time off with pay, especially in a global economy. The 
fact that vacation and other paid leave practices differ across countries contributes to 
the differences in labor costs described in Chapter 11. Consider that, on average, in 
manufacturing, German workers work 500 fewer hours per year than their U.S. coun¬ 
terparts, who work 1,978 hours per year. Even Japanese workers, previously known for 
their long hours, now work less than U.S. workers. (See Figure 13.3.) In other words, 
German workers are at work approximately 13 fewer weeks per year than their Japa¬ 
nese' counterparts. It is perhaps not surprising then that German manufacturers have 
looked outside Germany in many cases for alternative production sites. 


Family-Friendly Policies 

To ease employees’ conflicts between work and nonwork, organizations may use 
family-friendly policies such as family leave policies and child care. Although the pro¬ 
grams discussed here would seem to be targeted to a particular group of employees, 
these programs often have "spillover effects" on other employees, who see them as 
symbolizing a general corporate concern for human resources, thus promoting loyalty 
even among employee groups that do not use the programs. 33 

Since 1993 the Family and Medical Leave Act requires organizations with 50 or 
more employees within a 75-mile radius to provide as much as 12 weeks of unpaid 
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SOURCE: Key Indicators of the Labor Market 2001-2002 (Geneva, 
Switzerland: International Labour Office, 2001). 


leave after childbirth or adoption; to care for a seriously ill child, spouse, or parent; or 
for an employee's own serious illness.34 Employees are guaranteed the same or a com¬ 
parable job on their return to work. Employees with less than one year of service or 
who work under 25 hours per week or who are among the 10 percent highest paid are 
not covered. 

Many employers had already taken steps to deal with this issue, partly to help at¬ 
tract and retain key employees. As noted by one source, only "about 4 percent of 
American families fit the stereotypical image of a father who works outside the home 
and a mother who stays home and takes care of the children. "35 

The United States still offers significantly less unpaid leave than most Western Eu¬ 
ropean countries and Japan. Moreover, paid family leave remains rare in the United 
States (fewer than 5 percent are eligible for paid leave, despite some state laws), in 
even sharper contrast to Western Europe and Japan, where it is typically mandated by 
law.36 Until the passage of the Americans with Disabilities Act, the only applicable 
law was the Pregnancy Discrimination Act of 1978, which requires employers that 
offer disability plans to treat pregnancy as they would any other disability. 

Early experience with the Family and Medical Leave Act suggests that a majority 
of those opting for this benefit {ail to take the full allotment of time. This is especially 
the case among female executives. Many of these executives find they do not enjoy 
maternity leave as much as they expected they would and miss the challenges associ¬ 
ated with their careers. Others fear that their careers would be damaged in the long 
run by missing out on opportunities that might arise while they are out on leave.? 


Child Care 

U.S. companies increasingly provide some form of child care support to their em¬ 
ployees. This support comes in several forms that vary in their degree of organiza¬ 
tional involvement.38 The lowest level of involvement, offered by 36 percent of com¬ 
panies, is when an organization supplies and helps employees collect information 
about the cost and quality of available child care. At the next level, organizations 
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provide vouchers or discounts for employees to use at existing child care facilities (5 
percent of companies). At the highest level, firms provide child care at or near their 
worksites (9 percent of companies). Toyota's Child Development Program provides 
24-hours-a-day care for children of workers at its Georgetown, Kentucky, plant. This 
facility is designed to meet the needs of employees working evening and night shifts 
who want their children to be on the same schedule. In this facility, the children are 
kept awake all night. At the end of the night shift, the parents pick up their children 
and the whole family goes home to bed.3 9 

An organization's decision to staff its own child care facility should not be taken 
lightly. It is typically a costly venture with important liability concerns. Moreover, the 
results, in terms of reducing absenteeism and enhancing productivity, are often 
mixed. One reason for this is that many organizations are "jumping on the day care 
bandwagon" without giving much thought to the best form of assistance for their spe¬ 
cific employees. 40 Organizations that fail to do an adequate needs assessment often 
wind up purchasing the wrong alternative. For example, one Fortune 500 company 
found that less than 2 percent of its workforce used a flexible spending account that 
had been adopted as the chief company policy on child care. The waste and ineffi¬ 
ciency of this practice could have been avoided had a more thorough needs analysis 
been conducted before the program was implemented. 41 

As an alternative example, Memphis-based First Tennessee Bank, which was los¬ 
ing 1.500 days of productivity a year because of child care problems, considered 
creating its own on-site day care center. Before acting, however, the company sur¬ 
veyed its employees. This survey indicated that the only real problem with day care 
occurred when the parents' regular day care provisions fell through because of sick¬ 
ness on the part of the child or provider. Based on these findings, the bank opted to 
establish a sick-child care center, which was less costly and smaller in scope than a 
full-time center and yet still solved the employees' major problem. As a result, ab¬ 
senteeism dropped so dramatically that the program paid for itself in the first nine 
months of operation. 42 

Finding and Keeping the Best Employees 

PriceWaterhouseCoopers (PWC), the accounting and consulting firm, has seen many 
of its clients turn to cost cutting as the economy slows. That, in turn, has led PWC 
to examine its own expenses, including those in the area of employee benefits. But 
that overhaul has not touched one key benefit: flexible work arrangements. Employ¬ 
ees are still free to leave work early or to telecommute to help them balance work and 
nonworJ< responsibilities. Even as employers slash jobs and cut small perquisites such 
as free food and drinks, they continue to provide programs that help employees jug¬ 
gle work and personal lives-mostly because they believe these programs help retain 
valued workers, who are being asked to do more as workforce reductions eliminate po¬ 
sitions but not necessarily work. At Cisco Systems, which has also faced difficult fi¬ 
nancial times, telecommuting continues to be a core benefit, and its day care center 
at company headquarters in San Jose, California, continues to operate at capacity. 
Cisco feels that these benefits enhance productivity, which is all the more important 
given difficult times. These companies are looking ahead to a future that will once 
again bring growth; they want to be ready by retaining a group of dedicated and pro¬ 
ductive employees to take advantage of that opportunity when it conies. 

SOURCE: "Benefits and the Bottom line," The News and Observer, Raleigh, NC (October 14, 

2001 ). 
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••• Managing Benefits: Employer Objectives 
and Strategies 

Although the regulatory environment places some important constraints on benefits 
decisions, employers retain significant discretion and need to evaluate the payoff of 
such decisions. 43 As discussed earlier, however, this evaluation needs to recognize that 
employees have come to expect certain things from employers. Employers who do not 
meet these expectations run the risk of violating what has been called an "implicit 
contract" between the employer and its workers. If employees believe their employ¬ 
ers feellittle commitment to their welfare, they can hardly be expected to commit 
themselves to the company's success. 

Clearly, there is much room for progress in the evaluation of benefits decisions. De¬ 
spite some of the obvious reasons for benefits-group discounts, regulation, and min¬ 
imizing compensation-related taxes-organizations do not do as well as they could in 
spelling out what they want their benefits package to achieve and evaluating how 
well they are succeeding. Research suggests that most organizations do not have writ¬ 
ten benefits objectives. 44 Obviously, without clear objectives to measure progress, 
evaluation is difficult (and less likely to occur). Table 13.4 provides an example of one 
organization's written benefits objectives. 



Tt> Establish and maintain an employee benefit program that is based primarily 
dri the employees' needs for leisure time and on protection against the risks of 


^Idligfe^fbSs of healtHf-^ffd loss of h'fe. 


• To establish and maintain an employee benefit program that complements the 


efforts of employees on their own behalf. 


• To evaft^ the employebbehefit plan annually for its-effect oi 
rl;i farocfeictiWly,=sftvfng- consideration to turnover, unfit 


employees' complaints, and employees' 


To compare the employee benefit plan annually with that of other leading 
companies in the same field and to maintain a benefit plan with an overall level 
of benefits based on cost per employee that falls within the second quintile of 
these companies. 


• To maintain continual communications with all employees concerning benefit 
programs. 


To determine annually the costs of new, changed, and existing programs as 
percentages of salaries and wages and to maintain these percentages as much 
as possible. 


To coordinate all benefits with social insurance programs to which the company 
makes payments. 


TABLE 13.4 

One Company's 
Written Benefits 
Objectives 


SOURCE: Employee Benefits, 3rd ed., Burton T. Beam, Jr., and John J. McFadden. © 1992 by 
Dearborn Financial Publishing, Inc. Published by Dearborn Financial Publishing, Inc., Chicago. All 
rights reserved. 
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TABLE 13.5 

Employee Benefits 
by Category, Cost 
and Total 


PERCENTAGE 
OF PAYROLL 

COST IN 

DOLLARS 




Compensation 

Legally required 


$3,458 

Retirement and savings plans 

6.8 

2,584 


Medical and other insurance 


3,686 


Payments for time not worked 

10.7 

4,066 


Miscellaneous* 

0.7 

266 


Total Benefits 

36.8 

14,060 


a Includes employee services and extra cash payment categories. 

SOURCE: Adapted from the U.S. Chamber of Commerce Research Center, 2000 Employee Benefits 
Study (Washington, DC: U.S. Chamber of Commerce, April 2001). 


Surveys and Benchmarking 

As with cash compensation, an important element of benefits management is know¬ 
ing what the competition is doing. Survey information on benefits packages is avail¬ 
able from private consultants and, somewhat less regularly, the Bureau of Labor Sta¬ 
tistics. 45 BLS data of the sort in Table 13.3 and the more detailed information on 
programs and provisions available from consultants are useful in designing competi¬ 
tive benefits packages. To compete effectively in the product market, cost informa¬ 
tion is also necessary. A widely used source is the annual survey conducted by the 
U.S. Chamber of Commerce, which provides information on benefits costs for spe¬ 
cific categories as well as breakdowns by industry and organization size. Table 13.5 
shows some of these data for 2000. 


Cost Control 

In thinking about cost control strategies, it is useful to consider several factors. First, 
the larger the cost of a benefit category, the greater the opportunity for savings. Sec¬ 
ond, the growth trajectory of the benefit category is also important: even if costs are 
currently acceptable, the rate of growth may result in serious costs in the future. 
Third, cost containment efforts can only work to the extent that the employer has 
significant discretion in choosing how much to spend in a benefit category. Much of 
the cost of legally required benefits (like Social Security) is relatively fixed, which 
constrains cost reduction efforts. Even with legally required benefits, however, em¬ 
ployers can take actions to limit costs because of "experience ratings,” which impose 
higher taxes on employers with high rates of unemployment or workers' compensa¬ 
tion claims. 

One benefit-medical and other insurance-stands out as a target for cost control 
for two reasons. Its costs are substantial; they have, except for the past few years, been 
growing rapidly, and this growth is expected to continue. Second, employers have 
many options for attacking costs and improving quality. 


Health Care: Controlling Costs and Improving Quality 

As Table 13.6 indicates, the United States spends more on health care than any other 
country in the world. U.S. health care expenditures have gone from 5.3 percent of the 
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81 
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Korea 

74 

7.9 
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Canada 

79 

5.1 
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United Kingdom 

78 

5.6 

6.9 

France 

79 

4,5 

9, 6 , 

Germany 

77 

4.8 

10.6 

Mexico 

72 

26.2 

4<7 b 

United States 

77 

6.8 

14.0 


TABLE 13.6 

Health Care Costs 
and Outcomes in 
Various Countries 


"Per l.ooo live births. 

bl997 

SOURCE:Organization for Economic Cooperation and Development, OECD Health Data 99 (Paris: 
1999 ): U.S. Census Bureau, International Database, jggggggggggg: | 


gross national product ($27 billion) in 1960 to 14 percent (approximately $1 trillion) 
in 1998. Yet the percentage offull-time workers receiving job-related health benefits 
has declined, with over 40 million Americans uninsured as of 1999.46 The United 
States also compares poorly with Japan and Western Europe on measures of life ex¬ 
pectancy and infant mortality. 

Unlike workers in most Western European countries, who have nationalized 
health systems, the majority of Americans receiving health insurance get it through 
their (or a family member's) employers. 47 Consequently, health insurance, like pen¬ 
sions, discourages employee turnover because not all employers provide health insur¬ 
ance benefits. 48 Not surprisingly, the fact that many Americans receive coverage 
through their employers has meant that many efforts at controlling costs and in¬ 
creasing quality and coverage have been undertaken by employers. These efforts, 
broadly referred to as managed care, fall into six major categories: (1) plan design. (2) 
use of alternative providers, (3) use of alternative funding methods, (4) claims review, 
(5) education and prevention, and (6) external cost control systems. 4 9 Examples ap¬ 
pear in Table 13.7. 

One trend in plan design' has been to shift costs to employees through the use 
of deductibles, coinsurance, exclusions and limitations, and maximum benefits. 50 
These costs can be structured such that employees act on incentives to shift to less 
expensive plans. 51 Another trend has been to focus on reducing, rather than shifting, 
costs through such activities as preadmission testing and second surgical opinions. 
The use of alternative providers like health maintenance organizations (HMOs) and 
preferred provider organizations (PPOs) has also increased. HMOs differ from more 
traditional providers by focusing on preventive care and outpatient treatment, re¬ 
quiring employees to use only HMO services, and providing benefits on a prepaid 
basis. Many HMOs pay physicians and other health care workers a flat salary 'instead 
of using the traditional fee-for-service system, under which a physician's pay may de¬ 
pend on the number of patients seen. Paying on a salary basis is intended to reduce 
incentives for physicians to schedule more patient visits or medical procedures than 


Health maintenance 
organization (HMO) 

A health care plan 
that provides 
benefits on a 
prepaid basis for 
employees who are 
required to use only 
HMO medical 
service providers. 

Preferred provider 
organization (PPO) 

A group of health 
care providers who 
contract with 
employers, 
insurance 

companies, and so 
forth to provide 
health care at a 
reduced fee. 
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TABLE 13.7 

Ways Employers Use 
Managed Care to 
Control Health Care 
Costs 


Ptifcndatign 
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. . Deductibles 
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Health maintenance organizations (HMOs) 
Preferred provider organizations (PPOs) 
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Self-funding 
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■ /..'S'-.- tgW&fl -F 








Encouragement of external control systems 

National Council on Health Planning and Development 
Employer coalitions 


SOURCE: Adapted from B.T. Beam Jr. and J.J. McFadden, Employee Benefits, 3rd ed. (Chicago: 
Dearborn Financial Publishing, 1992). 


might be necessary. (Of course, there is the risk that incentives will be reduced too 
much, resulting in inadequate access to medical procedures and specialists.) PPOs are 
essentially groups of health care providers that contract with employers, insurance 
companies, and so forth to provide health care at a reduced fee. They differ from 
HMOs in that they do not provide benefits on a prepaid basis and employees often 
are not required to use the preferred providers. Instead, employers may provide in¬ 
centives for employees to choose, for example, a physician who participates in the 
plan. In general, PPOs seem to be less expensive than traditional delivery systems but 
more expensive than HMOs.52 Another trend in employers' attempts to control costs 
has been to vary required employee contributions based on the employee's health and 
risk factors rather than charging each employee the same premium. 

Employee Wellness Programs. Employee wellness programs (EWPs) focus on 
changing behaviors both on and off work time that could eventually lead to future 
health problems. EWPs are preventive in nature; they attempt to manage health care 
costs by decreasing employees' needs for services. Typically, these programs aim at spe¬ 
cific health risks such as high blood pressure, high cholesterol levels, smoking, and 
obesity. They also try to promote positive health influences such as physical exercise 
and good nutrition. 

EWPs are either passive or active. Passive progra~s use little or no outreach to in¬ 
dividuals, nor do they provide ongoing support to motivate them to use the resources. 
Active wellness centers assume that behavior change requires not only awareness and 
opportunity but support and reinforcement. 
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One example of a passive wellness program is a health education program. Health 
education programs have two central goals: raising awareness levels of health-related 
issues and informing people on health-related topics. In these kinds of programs, a 
health educator usually conducts classes or lunchtime lectures (or coordinates outside 
speakers). The program may also have various promotions (like an annual mile run or 
a "smoke-out") and include a newsletter that reports on current health issues. Health 
education programs are the most common form of employee wellness program. 53 

Another kind of passive employee wellness program is a fitness facility. In this kind 
of program, the company sets up a center for physical fitness equipped with aerobic 
and muscle-building exercise machines and staffed with certified athletic trainers. 
The facility is publicized within the organization, and employees are free to use it on 
their own time. Aetna, for example, has created five state-of-the-art health clubs that 
serve over 7,500 workers.54 Northwestern Mutual Life's fitness facilities are open 24 
hours a day to its 3,300 employees. 55Health education classes related to smoking ces¬ 
sation and weight loss may be offered in addition to the facilities. 

Although fitness facility programs are usually more expensive than health educa¬ 
tion programs, both are classified as passive because they rely on individual employ¬ 
ees to identify their problems and take corrective action. In contrast, active wellness 
centers assume that behavior change also requires encouragement and assistance. 
One kind of active wellness center is the outreach and follow-up model. This type of 
wellness center contains all the features of a passive model, but it also has counselors 
who handle one-on-one outreach and provide tailored, individualized programs for 
employees. Typically, tailored programs obtain baseline measures on various indica¬ 
tors (weight, blood pressure, lung capacity, and so on) and measure individuals' 
progress relative to these indicators over time. The programs set goals and provide 
small, symbolic rewards to individuals who meet their goals. 

This encouragement needs to be particularly targeted to employees in high-risk 
categories (like those who smoke, are overweight, or have high blood pressure) for 
two reasons. First, a small percentage of employees create a disproportionate amount 
of health care costs; therefore, targeted interventions are more efficient. Second, re¬ 
search shows that those in high-risk categories are the most likely to perceive barri¬ 
ers (like family problems or work overload)56 to participating in company-sponsored 
fitness programs. Thus untargeted interventions are likely to miss the people that 
most need to be included. 

Research on these different types of wellness centers leads to several conclusions. 57 
First, the costs of health education programs are significantly less than those associ¬ 
ated with either fitness facility programs or the follow-up model. Second, as indicated 
in Figure 13.4, all three models are effective in reducing the risk factors associated 
with cardiovascular disease (obesity, high blood pressure, smoking, and lack of exer¬ 
cise). However, the follow-up model is significantly better than the other two in re¬ 
ducing the risk factors. 

Whether the added cost of follow-up programs compared with health education 
programs is warranted is a judgment that only employers, employees, and unions can 
make. However, employers like Sony and Quaker Oats believe that incentives are 
worth the extra cost, and their employees can receive up to several hundred dollars 
for reducing their risk factors. There appears to be no such ambiguity associate- with 
the fitness facility model, however. This type of wellness center costs as much or more 
than the follow-up model but is only as effective as the health education model. Pro¬ 
viding a fitness facility that does not include systematic outreach and routine long¬ 
term follow-up to assist people with risk factors is not cost-effective in reducing 
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FIGURE 13.4 

The Cost and 
Effectiveness of 
Three Different 
Types of Employee 
Wellness Designs 
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health risks. "Attendants may sit in the fitness center like the 'Maytag repairman' 
waiting for people to come."58 

Health Care Costs and Quality: Progress and Prospects. Efforts to control health 
care cost growth have borne fruit. Whereas from 1980 through 1993 there was dou¬ 
ble-digit annual growth in health care costs, between 1993 and 1996 employer ex¬ 
penditures on health care actually fell by nearly 20 percent. However, these reduc¬ 
tions proved to be temporary, as costs increased 24 percent from 1996 to 2000, with 
costs in 2001 alone projected to grow 11.5 percent by Hewitt Associates. A report by 
the Health Care Financing Administration projects that health care spending in the 
United States will continue to grow. Why? Because 85 percent of working Americans 
with health care are already covered by managed care, so few additional savings can 
be obtained by further switches. Moreover, many managed care companies have ex¬ 
isted on small profit margins, but this cannot continue indefinitely. 

Two important phenomena are often encountered in cost control efforts. First, 
piecemeal programs may not work well because steps to control one aspect (such as 
medical cost shifting) may lead employees to "migrate" to other programs that pro¬ 
vide medical treatment at no cost to them (like workers' compensation). Second, 
there is often a so-called Pareto group, which refers to a small percentage (perhaps 20 
percent) of employees being responsible for generating the majority (often 60 to 80 
percent) of health care costs. Obviously, cost control efforts will be more successful to 
the extent that the costs generated by the Pareto group can be identified and man¬ 
aged effectively. 59 

Although cost control will continue to require a good deal of attention, there is a 
growing emphasis on monitoring health care quality, which has been described as 
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"the next battlefield." A major focus is on identifying best medical practices by meas¬ 
uring and monitoring the relative success of alternative treatment strategies using 

large-scale databases and research.® 0 In addition, employers increasingly cooperate 
with one another to develop "report cards" on health care provider organizations to 
facilitate better choices by their employers and to receive improved health care. Gen¬ 
eral Motors, Ford, and Chrysler, for example, have developed this type of system and 
made it Web-accessible. 61 

Staffing Responses to Control Benefits Cost Growth 

Employers may change staffing practices to control benefits costs. First, because ben¬ 
efits costs are fixed (in that they do not usually go up with hours worked), the bene¬ 
fits cost per hour can be reduced by having employees work more hours. However, 
there are drawbacks to having employees work more hours. The Fair Labor Standards 
Act (FLSA) requires that nonexempt employees be paid time-and-a-half for hours in 
excess of 40 per week. Yet the decline in U.S. work hours tapered off in the late 1940s; 
work hours have actually gone up since then. It is estimated that Americans were 
working the equivalent of one month longer in 1987 than they were in 1969, and 
these higher levels continued into the 1990s. 62 Increased benefits were identified as 
one of the major reasons for this. 

A second possible effect of FLSA regulations (though this is more speculative) is 
that organizations will try to have their employees classified as exempt whenever pos¬ 
sible. The growth in the number of salaried workers (many of whom are exempt) may 
also reflect an effort by organizations to limit the benefits cost per hour without hav¬ 
ing to pay overtime. A third potential effect is the growth in part-time employment 
and the use of temporary workers, which may be a response to rising benefits costs.63 
Part-time workers are less likely to receive benefits than full-time workers although 
labor market shortages in recent years have reduced this difference.^ Benefits for tem¬ 
porary workers are also usually quite limited. 

Third, employers may be more likely to classify workers as independent contrac¬ 
tors rather than employees, which eliminates the employer's obligation to provide 
legally required employee benefits. However, the Internal Revenue Service (IRS) 
scrutinizes such decisions carefully, as Microsoft and other companies have discov¬ 
ered. Microsoft was compelled to reclassify a group of workers as employees (rather 
than as independent contractors) and to grant them retroactive benefits. The IRS 
looks at several factors, including the permanency of the relationship between em¬ 
ployer and worker, how much control the employer exercises in directing the worker, 
and whether the worker offers services to only that employer. Permanency, control, 
and dealing with a single employer are viewed by the IRS as suggestive of an em¬ 
ployment relationship. 


Nature of the Workforce 

Although general considerations such as cost control and "protection against the risks 
of old age and loss of health and life" (see Table 13.4) are important, employers must 
also consider the specific demographic composition and preferences of their .current 
workforces in designing their benefits packages. 

At a broad level, basic demographic factors such as age and sex can have important 
consequences for the types of benefits employees want. For example, an older work¬ 
force is more likely to be concerned about (and use) medical coverage, life insurance, 
and pensions. A workforce with a high percentage of women of childbearing age may 
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What HealthlCare Benefits 
Do Employe® Want? 


Today's employers face an in¬ 
creasingly complicated chal¬ 
lenge as they try to determine 
what kinds of benefits their em¬ 
ployees want and need. With 
more workers staying on the 
job past traditional retirement 
age, with more parents looking 
for flexible hours and other 
benefits, and with everyone try¬ 
ing to save money on a tight 
budget, it can be an employer's 
nightmare to figure out what's 
best for everyone. 

One trend whose time has 
come is a consumer-oriented 
benefits plan, particularly for 
health care. Under these plans, 
patients—employees—would 
be more involved in their own 
treatment decisions than they 
have in the past. These deci¬ 
sions, of course, affect costs. 

But experts believe that edu¬ 
cating people to make their 
own choices is a win-win situa¬ 
tion. "When people are more 
engaged in their care, they end 
up using fewer resources be¬ 
cause they have a sense of 
comfort and control," notes 
Jonathan Lord, chief clinical 
Strategy and innovation officer 
for Humana, a managed care 


company that plans to use the 
Internet to engage patient- 
consumers directly. 

WellPoint, another managed 
care company, discovered 
through surveys and other re¬ 
search that when premiums > 
went up, healthy customers— 
especially individuals or 
members of small groups—sim¬ 
ply dropped coverage instead 
of paying the price. So the firm 
decided to find out what peo¬ 
ple really wanted before" 
redesigning their program. "In 
the past, we'd ask what people 
want covered, we'd give it to 
actuaries, they'd price it, and » 
that's what we'd sell. This [new] 
program is about defining what 
people are willing to spend out 
of pocket, especially people 
who are healthy, then creating 
benefits that fit within those 
price points. It's the opposite of 
what we used to do." WellPoint 
came up with two plans: Plan- 
Scape for individual insurance 
purchasers and FlexScape for 
groups of 2 to 50. With Plan- 
Scape, the higher the monthly 
premium is, the richer the cus¬ 
tomer's benefits package will 
be and the lower the out-of- 


pocket expenses will be. Flex- 
Scape, on the other hand, lets 
an employee become a retail 
purchaser, choosing from 
among a series of benefit pack¬ 
ages offered by the employer. 

A third trend involves em¬ 
ployers who are now insisting j’ 
on health care plans that pro- 
vide disease management , i' ( \ 
programs. Textron, General l\|p-: 
tors, Coca-Cola, and Georgia 
Power are among the large -//<’ 
companies now in this category. 
These programs include home 
telephone calls to patients from 
nurses, checking on everything 
from blood pressure to weight 
gain. Why is this significant? 1 
"Sixty percent of my costs over 
the next decade will be basi¬ 
cally in a dozen to 18 chronic 
diseases," remarks Allen 
Feezor, head of health benefits 
for the California Public Em¬ 
ployees' Retirement System. His i 
system alone employs 1.2 mil¬ 
lion insured workers. 

SOURCE: M.D. Dalzell, "Where Will Health 
Plans Find the Next Generation of Savings?" - 
Managed Care, September 2001, 
www.managedcaremag.com; M. Freudenheim, 

"A Changing World Is Forcing Changes on 
Managed Care," The New York Times (July 2, M 
2001), www.nytimes.com. " 


care more abour disability leave. Young, unmarried men and women often have less in¬ 
terest in benefits generally, preferring higher wages a~d salaries. 

Although some general conclusions about employee preferences can be drawn 
based on demographics, more finely tuned assessments of employee benefit prefer¬ 
ences need to be done. One approach is to use marketing research methods to assess 
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Companies 
Pays to 


arn That It 
Employees Fit 


sum 


Physical fitness—or at least 
wellness —does matter, as more 
and more companies and their 
insurers are learning. A healthy 
workforce means better pro¬ 
ductivity and fewer workdays 
lost, not to mention reduced 
medical costs by keeping in¬ 
juries and illnesses to a 
minimum. A study published by 
the Presidents' Council on 
Physical Fitness and Sports 
found that fitness programs 
provided by companies saved 
from $1.15 to $5.52 for every 
dollar spent. 

At 3Com, the network com¬ 
munications company, 
employees spend their lunch 
hours at the WellCom Center, a 
13,500-square foot fitness facil¬ 
ity right on site. There they can 
cycle, walk a treadmill, lift 
weights, take a fitness class, or 
relax in the sauna. Or they can 
play a game of basketball or 
beach volleyball outside. After¬ 
ward, they can cool off at the 
juice bar with a fruit smoothie. 
The center is open 24 hours a 
day, seven days a week, to 
meet the needs of employees 


who work at all hours. More 
than 40 percent of the 4,200 
workers at 3Com are WellCom 
members, and 70 percent take 
advantage of the center's semi¬ 
nars on wellness, smoking 
cessation, or weight loss. "A 
healthy workforce is good for 
employees and good for 
3Com," says Peter Sandman, a 
manager of strategic planning 
at the company. "It helps re¬ 
cruiting and it helps retention, 
especially in a competitive envi¬ 
ronment like Silicon Valley 
[California]." 

Applied Materials Inc. of 
Santa Clara, California, con¬ 
ducted its own study that 
showed that for fitness center 
participants, medical payments 
were reduced by 20 percent, 
hospital admissions were 70 
percent lower, costs for acci¬ 
dent-related disability claims 
were 30 percent less, and work¬ 
ers' compensation claims were 
79 percent less than those of 
employees who didn't use the 
company's fttrte$$ .center. Even 
a five-minute stnjfjeK break has 
been shown to reduce strains 


and sprains by as much as 65 
percent. "Just moving and get¬ 
ting away from their PC makes 
them feel better," says Judy 
Webster, director of corporate 
wellness for the company. 

Boeing's health care package 
also includes access to its fit¬ 
ness centers as part of its 
overall recreation program. 
"When you're happy and 
healthy, you're able to perform 
at your best," explains the air¬ 
craft manufacturer's website. 
The recreation program in¬ 
cludes indoor and outdoor 
facilities as well as discount 
packages for sports and cultural 
events. These companies have 
embraced the wisdom of the 
old adage, "an ounce of pre¬ 
vention is worth a pound of 
cure," and it has literally paid 
off. 

SOURCE: Boeing website, www.boeing.com, 
accessed October 30, 2001; D. Beck, "Your 
Company Needs Its Own Best Practices," 
Career Journal from The Wall Street Journal 
(July 30-August 5, 2001), 
www.careeijoumal.com; M. Chase, "Healthy 
Assets," The Wall Street Journal (May 1. 
2000), http://interactive.wsj. 


employees' preferences the same way consumers' demands for products and services 
are assessed.6s Methods include personal interviews, focus groups, and questionnaires. 
Relevant questions might include 

• What benefits are most important to you? 

• If you could choose one new benefit, what would it be? 

• If you were given x dollars for benefits, how would you spend it? 
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TABLE 13.8 

A Field Guide to 
High-Tech Perks 




Qualcomm Inc. Employees "go off on one-month junkets," says John 

Major, executive vice president, who adds, "I've never 
seen long pants on my chief engineer." 

A4ob*5yi$»mi Inc. Employees get s three-week paid sabbatical every five v. 

ry ' j 'Cyears. And "a aagfiy treat benefit is everybody in the . 1 v 
.-.i ’ - building has an office with a door," says Linda White, 

• - spokeswoman. ■■ 


Office attire for cofounder David Fil is typically "T-shirts, 
shorts, and bare feet," says Diane Hunt, director of 


SOURCE: Q. Hardy, "Aloft in a Career without Fetters," The Walt Street Journal (September 29, 
1998), p. Bl. Reproduced with permission via Copyright Clearance Center. 


As with surveys generally, care must be taken not to raise employee expectations re¬ 
garding future changes. If the employer is not prepared to act on the employees' input, 
surveying may do more harm than good. 

The preceding discussion may imply that the current makeup of the workforce is a 
given, but such is not the case. As discussed earlier, the benefits package may influ¬ 
ence the composition of the workforce. For example, a benefits package that has 
strong medical benefits and pensions may be particularly attractive to older people or 
those with families. An attractive pension plan may be a way to attract workers who 
wish to make a long-term commitment to an organization. Where turnover costs are 
high, this type of strategy may have some appeal. On the other hand, a company that 
has very lucrative health care benefits may attract and retain people with high health 
care costs. Sick leave provisions may also affect the composition of the workforce. Or¬ 
ganizations need to think about the signals their benefits packages send and the im¬ 
plications of these signals for workforce composition. In this vein, the benefits shown 
in Table 13.8 are designed to attract a particular type of employee-those in the Sil¬ 
icon Valley information technology labor market. 


Communicating with Employees 

Effective communication of benefits information to employees is critical if employers 
are to realize sufficient returns on their benefits investments. Research makes it clear 
that current employees and job applicants often have a very poor idea of what bene¬ 
fits provisions are already in place and the cost or ma*et value of those benefits. One 
study asked employees to estimate both the amount contributed by the employer to 
their medical insurance and what it would cost the employees to provide their own 
health insurance. Table 13.9 shows that employees significantly underestimated both 
the cost and market value of their medical benefits. In the case of family coverage. 
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EMPLOYER CONTRIBUTION 


MARKET VALUE' 


TABLE 13.9 

Employee 
Perceptions versus 
Actual Cost and 
Market Value of 

COVERAGE 

ACTUAL 

EMPLOYEE 

PERCEPTION 

RATIO 

ACTUAL 

EMPLOYEE 

PERCEPTION 

RATIO 


$34 




$37 

61% 

Individual 

$23 . 

68% 

$61 

Employer 
Contributions to 
Employee Medical 
Insurance 

Family 

64 

24 

38 

138 

43 

31 


Note: Dollar values in table represent means across three different Insurance carriers for individual 
coverage and three different carriers for family coverage. 

"Defined as the amount a nonemployee would have to pay to obtain the same level of coverage. 
SOURCE: Adapted from M. Wilson, G.B. Northcraft, and MA Neale, "The Perceived Value of 
Fringe Benefits,” Personnel Psychology 38 (1985), pp. 309-20. Used with perm ission. 


employees estimated that the employer contributed $24, only 38 percent of the em¬ 
ployer's actual contribution. This employer was receiving a very poor return on its 
benefits investment: $0.38 for every $1.00 spent. 66 

The situation with job applicants is no better. One study ofMBAs found that 46 per¬ 
cent believed that benefits added 15 percent or less on top of direct payroll. Not sur¬ 
prisingly, perhaps, benefits were dead last on the applicants' priority lists in making job 
choices. 67 A study of undergraduate business majors found similar results, with benefits 
ranked 15th (out of 18) in importance in evaluating jobs. These results must be inter¬ 
preted with caution, however. Some research suggests that job attributes can be ranked 
low in importance, not because they are unimportant per se, but because all employers 
are perceived to be about the same on that attribute. If some employers offered notice¬ 
ably poorer benefits, the importance of benefits could become much greater. 

Organizations can help remedy the problem of applicants' and employees' lack of 
knowledge about benefits. One study found that employees' awareness of benefits in¬ 

formation was significantly increased through several media, including memoranda, 
question-and-answer meetings, and detailed brochures. The increased awareness, in 
turn, contributed to significant increases in benefits satisfaction. Another study sug¬ 

gests, however, that increased employee knowledge of benefits can have a positive or 
negative effect, depending on the nature of the benefits package. For example, there 
was a negative, or inverse, correlation between cost to the employee and benefits sat¬ 
isfaction overall, but the correlation was more strongly negative among employees 

with greater knowledge of their penefits. 68 The implication is that employees will be 
least satisfied with their benefits if their cost is high and they are well informed. 

One thing an employer should consider with respect to written benefits communi¬ 

cation is that over 27 million employees in the United States may be functionally il¬ 
literate. Of course, there are many alternative ways to communicate benefits infor¬ 
mation. (See Table 13.10.) Nevertheless, most organizations spend less than $10 per 
year per employee to communicate information about benefits, and almost all of this 

is spent on written communication rather than on more personalized or "innovative" 

approaches such as benefits fairs, videos, and Web-based efforts. Considering that or¬ 
ganizations spend an average of nearly $15,000 per worker per year on benefits, to¬ 
gether with the complex nature of many benefits and the poor understanding of -ost 
employees, the typical communication effort seems woefully inadequate. 69 Organiza¬ 
tions are spending less than $1 to communicate every $1,000 in benefits. 

Rather than a single standard benefits package for all employees, flexible benefit 
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TABLE 13.10 

Benefits 

Communication 

Techniques 





Paycheck inserts 
A#«aLrtS^»rt»' '-.m-i. 
Personal counseling 
Interactive computers 
Television and videotapes 
fit 


Computerized statements 


'7ry’b ''VTy! 


Posters 
Check el 
Benefits fairs 


treview 
Slide presentations 
Telephonehotfines 


SOURCE: "An Evaluation of Benefit Communication Strategy" by Michael C. Giallourakis and G. 
Stephen Taylor, which appeared in the 4th Quarter 1991 issue, was reprinted with permission from 
the Employee Benefits Journal, published by the International Foundation of Employee Benefit 
Plans, Brookfield, Wl. Statements or opinions expressed in this article are those of the author and 
do not necessarily represent the views or positions of the International Foundation, its officers, 
directors, or staff. 


plans (flex-plans or cafeteria-style plans) permit employees to choose the types and 
amounts of benefits they want for themselves. The plans vary according to such things 
as whether minimum levels of certain benefits (such as health care coverage) are pre¬ 
scribed and whether employees can receive money for having chosen a "light" bene¬ 
fits package (or have to pay extra for more benefits). One example is vacation, where 
some plans permit employees to give up vacation days for more salary or, alternatively, 
purchase extra vacation days through a salary reduction. 

What are the potential advantages of such plans?70 In the best case, almost all of 
the objectives discussed previously can be positively influenced. First, employees can 
gain a greater awareness and appreciation of what the employer provides them, par¬ 
ticularly with plans that give employees a lump sum to allocate to benefits. Second, 
by permitting employee choice, there should be a better match between the benefits 
package and the employees’ preferences. This, in turn, should improve employee at¬ 
titudes and retention.71 Third, employers may achieve overall cost reductions in their 
benefits programs. Cafeteria plans can be thought of as similar to defined contribution 
plans, whereas traditional plans are more like defined benefit plans. The employer can 
control the size of the contribution under the former, but not under the latter, because 
the cost and utilization of benefits is beyond the employer's control. Costs can also be 
controlled by designing the choices so that employees have an incentive to choose 
more efficient options. For example, in the case of a medical flex-plan, employees who 
do not wish to take advantage of the (presumably more cost-effective) HMO have to 
pay significant deductibles and other costs under the alternative plans. 

One drawback of cafeteria-style plans is their administrative cost, especially in the 
initial design and start-up stages. However, software packages and standardized flex- 
plans developed by consultants offer some help in this regard. Another possible draw¬ 
back to these plans is adverse selection. Employees are most likely to choose benefits 
that they expect to need the most. Someone in need of dental work would choose as 
much dental coverage as possible. As a result, employer costs can increase signifi¬ 
cantly as each employee chooses benefits based on their personal value. Another re¬ 
sult of adverse selection is the difficulty in estimating benefits costs under such a plan, 
especially in small companies. Adverse selection can be controlled, however, by lim¬ 
iting coverage amounts, pricing benefits that are subject to adverse selection higher. 





Companies 'foke a Second 
Look at SomJ Really 
Fringe Ben 


Even though companies are still 
competing for high-quality, tal¬ 
ented workers, the lure of a 
"chill out" room or an on-site 
foosball table may not be worth 
the cost to install and maintain 
it. In fact, in leaner times, firms 
are looking for ways to cut back 
on certain perks without losing 
their employees' trust or loyalty. 
"Previously, managers often 
had an open checkbook," says 
Cathy Ohmes, owner of Cre¬ 
ative Perks LLC, a firm that 
offers employee services to 
high-tech companies in the 
northern Virginia area. "Now 
perks are more likely to be a 
budget line item." 

Dave Stum, president of Aon 
Consulting's Loyalty Institute, 
suggests, "Organizations need 
to take a good, hard look at the 
basics before launching new 
and trendy benefits or other hu¬ 
man resources packages. Start 
by ensuring that you offer a 
safe, secure work environment 
and equitable compensation 
and benefit packages. These 
are your foundations, and 
there's no building on a founda¬ 


tion if it's faulty." However, Jean 
Wilson, membership director of 
the Employee Services Man¬ 
agement Association in Oak 
Brook, Illinois, warns that often 
the cost of a certain benefit is 
much less than that of replacing 
an employee who has been 
coaxed away by a competitor. 

Cathy Ohmes recommends 
that firms that decide they must 
cut back on certain employee 
services communicate clearly 
with employees before doing 
so. That way, employees will be 
forewarned and will have a 
chance to absorb and under¬ 
stand the information. Ohmes 
also suggests that a company 
establish a "perks philosophy" 
that states outright how em¬ 
ployee services fit into the 
company's overall compensa¬ 
tion and benefits package, as 
well as its mission. Then there's 
no confusion about what types 
of services are offered and why. 

Many companies are looking 
for new, cheaper ways to offer 
services instead of cutting them 
altogether. At Intel, human re¬ 
source managers were 


frustrated that the company 
was offering lunchtime health 
seminars that no one was at¬ 
tending. Worried that many 
workers were already skipping 
meals, exercise, and sleep, 
managers didn't want to give 
up the health program. So Intel 
linked its intranet to the Mayo 
Clinic HealthQuest service, 
which creates personalized 
Web pages containing ways 
that an individual can improve 
his or her health habits-with 
exercise programs, healthful 
recipes, and the like. The site is 
cheaper to manage and em¬ 
ployees are much more apt to 
use it. "It's all about productiv¬ 
ity and cost control," explains 
Sue Adams, Intel's occupational 
health manager. "We really feel 
people will be more productive 
if they are healthy." 

SOURCE: "Benefits for Your Workers," 

Business Owner- Toolkit (October 30, 2001), 
[ww^oojki^d^orn^_J L. Lawrence, 

"Companies Still Offering Perks, But HR's 
Taking Another Look," HR News, June 2001, 
p. 4; B. Brady, "The Cost of Health," Business 
2.0, January 2000. lwww.busmessJ.com. I 


or using a limited set of packaged options, which prevents employees from choosing 
too many benefits options that would be susceptible to adverse selection. 


Flexible Spending Accounts 

A flexible spending account permits pretax contributions to an employee account 
that can be drawn on to pay for uncovered health care expenses (like deductibles or 
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copayments). A separate account of up to $5,000 per year is permitted for pretax con¬ 
tributions to cover dependent care expenses. The federal tax code requires that funds 
in the health care and dependent care accounts be earmarked in advance and spent 
during the plan year. Remaining funds revert to the employer.72 Therefore, the ac¬ 
counts work best to the extent that employees have predictable expenses. The major 
advantage of such plans is the increase in take-home pay that results from pretax pay¬ 
ment of health and dependent care expenses. Consider again the hypothetical em¬ 
ployee with annual earnings of $50,000 and an effective total marginal tax rate of 43 
percent from Table 13.1. The take-home pay from an additional $10,000 in salary 
with and without a flexible dependent care account is as follows: 


NO FLEXIBLE 

FLEXIBLE 

SPENDING CARE 

SPENDING CARE 

ACCOUNT 

ACCOUNT 



3 retax dependent care contribution -$ 




«h*• :||pi 

0 . -$ 5,000 

ax ( 4 3 p ercent) -$ 4,300 -$ 2,150 

Take-home pay $ 700 $ 2,850 

9*51 41 • iipls&ii; 








Therefore, the use of a flexible spending account saves the employee $2,150 per year. 


••• General Regulatory Issues 

Although we have already discussed a number of regulatory issues, some additional 
ones require attention. 


Nondiscrimination Rules and Qualified Plans 

As a general rule, all benefits packages must meet certain rules to be classified as qual¬ 
ified plans. 73 What are the advantages of a qualified plan? Basically, it receives more 
favorable tax treatment than a nonqualified plan. In the case of a qualified retirement 
plan, for example, these tax advantages include (1) an immediate tax deduction for 
employers for their contributions to retirement funds, (2) no tax liability for the em¬ 
ployee at the time of the employer deduction, and (3) tax-free investment returns 
(from stocks, bonds, money markets, or the like) on the retirement funds.7 4 

What rules must be satisfied for a plan to obtain qualified status? Each benefit area 
has different rules. It would be impossible to describe the various rules here, but some 
general observations are possible. Taking pensions as an example again, vesting re¬ 
quirements must be met. More generally, qualified plans must meet so-called nondis¬ 
crimination rules. Basically, this means that a benefit <;annot discriminate in favor of 
"highly compensated employees." One rationale behind such rules is that the tax 
benefits of qualified benefits plans (and the corresponding loss of tax revenues for the 
U.S. government) should not go disproportionately to the wealthy.75 Rather, the fa¬ 
vorable tax treatment is designed to encourage employers to provide important ben- 
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efits to a broad spectrum of employees. The nondiscrimination rules discourage own¬ 
ers or top managers from adopting plans that benefit them exclusively. 


Sex, Age, and Disability 

Beyond the Pregnancy Discrimination Act's requirements that were discussed earlier 
in the chapter, a second area of concern for employers in ensuring legal treatment of 
men and women in the benefits area has to do with pension benefits. Women tend to 
live longer than men, meaning that pension benefits for women are more costly, all 
else being equal. However, in its 1978 Manhart ruling, the Supreme Court declared it 
illegal for employers to require women to contribute more to a defined benefit plan 

than men: Title VII protects individuals, and not all women outlive all men.76 

Two major age-related issues have received attention under the Age Discrimina¬ 
tion in Employment Act (ADEA) and later amendments such as the Older Workers 
Benefit Protection Act (OWBPA). First, employers must take care not to discrimi¬ 
nate against workers over age 40 in the provision of payor benefits. As one example, 
employers cannot generally cease accrual (stop the growth) of retirement benefits at 
some age (like 65) as a way of pressuring older employees to retire.77 Second, early re¬ 
tirement incentive programs need to meet the following standards to avoid legallia- 
bility: (1) the employee is not coerced to accept the incentive and retire, (2) accu¬ 
rate information is provided regarding options, and (3) the employee is given 

adequate time (is not pressured) to make a decision. 

Employers also have to comply with the Americans with Disabilities Act (ADA), 
which went into effect in 1992. The ADA specifies that employees with disabilities 
must have "equal access to whatever health insurance coverage the employer provides 
other employees." However, the act also notes that the terms and conditions of health 
insurance can be based on risk factors as long as this is not a subterfuge for denying 
the benefit to those with disabilities. Employers with risk-based programs in place 
would be in a stronger position, however, than employers who make changes after hir¬ 
ing employees with disabilities. 78 


Monitoring Future Benefits Obligations 

Financial Accounting statement (FAS) 106, issued by the Financial Accounting 
Standards Board, became effective in 1993. This rule requires that any benefits (ex¬ 
cluding pensions) provided after retirement (the major one being health care) can no 
longer be funded on a pay-as-you-go basis. Rather, they must be paid on an accrual 
basis, and companies must enter these future cost obligations on their financial state¬ 
ments. 79 The effect on financial statements can be substantial. For AT&T, a company 
with a large retiree population, the initial effect of adopting FAS 106 was a reduction 
in net income of between $5.5 billion and $7.5 billion. General Motors (GM) took a 
$20.8 billion reduction in net income, resulting in a total loss of $23.5 billion in 
1992, the largest loss in corporate history.8o 

Increasing retiree health care costs (and the change in accounting standards) have 
led companies like GM to require its white-collar employees and retirees to pay in¬ 
surance premiums for the first time in its history and to increase copayments and de¬ 
ductibles. Survey data indicate that some companies are ending retiree health care 

benefits altogether, while most have reduced benefits or increased retiree contribu¬ 
tions. Obviously, such changes hit the elderly hard, especially those with relatively 

fixed incomes. Not surprisingly, legal challenges have arisen. The need to balance the 


Financial 
Accounting 
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(FAS) 106 

The rule issued by 
the Financial 
Accounting 
Standards Board in 
1993 requiring 
companies to fund 
benefits provided 
after retirement on 
an accrual rather 
than a pay-as-you- 
go basis and to 
enter these future 
cost obligations on 
their financial 
statements. 
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interests of shareholders, current employees, and retirees in this area will be one of 
the most difficult challenges facing managers in the future. 


A ! (H)k Buck 


We have seen that many organizations have become less paternalistic in their em¬ 
ployee benefits strategies. Employees now have more responsibility, and some¬ 
times more risk, regarding their benefits choices. One change has been in the 
area of retirement income plans, where employers have moved toward greater re¬ 
liance on defined contribution plans. Such plans require employees to under¬ 
stand investing; otherwise, their retirement years may not be so happy. As we saw 
in the beginning of the chapter, the riskto employees is especially great when de¬ 
fined contribution plans invest a substantial portion of their assets in company 
stock. One reason companies do this is because they wish to move away from an 
entitlement mentality and instead link benefits to company performance. How¬ 
ever, if the company has financial problems, employees risk losing not only their 
jobs, but also their retirement money. Another change has been in the area of 
health care benefits for retirees, where companies have reduced or sometimes 
eliminated such benefits. Again, the responsibility for anticipating this possibility 
increasingly falls with employees. In the health care area, employees are being 
asked to increase the proportion of costs that they pay and also to use data on 
health care quality to make better choices about health care. Finally, although 
these trends characterize many employers, some employers follow different ben¬ 
efit strategies. SAS,the subject of the end of chapter case, provides an example. 

Questions 

1. Why do employers offer benefits? Is it because the law requires it, because it 
makes good business sense, or because it isthe right thing to do? How much 
responsibility should employers have for the health and well-being of their 
employees? Take the perspective of both a shareholder and an employee in 
answering this question. 

2. If you were advising a new company on how to design its retirement plan, 
what would you recommend? 


Summa 



Effective management of employee benefits is an impor¬ 
tant means by which organizations successfully compete. 
Benefits costs are substantial and continue to grow rapidly 
in some areas, most notably health care. Control of such 
costs is necessary to compete in the product market. At 
the same time, employers must offer a benefits package 
that permits them to compete in the labor market. Beyond 
investing more money in benefits, this attraction and re¬ 
tention of quality employees can be helped by better com¬ 
munication of the value of the benefits package and by al¬ 
lowing employees to tailor benefits to their own needs 
through flexible benefits plans. 


Employers continue to be a major source of economic 
security for employees, often providing health insurance, 
retirement benefits, and so forth. Changes to benefits can 
have a tremendous impact on employees and retirees. 
Therefore, employers carry a significant social responsibil¬ 
ity in making benefits decisions. At the same time, em¬ 
ployees need to be aware that they will increasingly be¬ 
come responsible for t—ir own economic security. Health 
care benefit design is changing to encourage employees to 
be more informed consumers, and retirement benefits will 
depend more and more on the financial investment deci¬ 
sions employees make on their own behalf. 
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Discussion Questions 


1. The opening vignette described how relationships be¬ 
tween employers and employees are changing. What 
are the likely consequences of this change? Where does 
the social responsibility of employers end, and where 
does the need to operate more efficiently begin? 

2. Your company, like many others, is experiencing dou¬ 
ble-digit percentage increases in health care costs. 
What suggestions can you offer that may reduce the 
rate of cost increases? 

3. Why is communication so important in the employee 
benefits area? What sorts of programs can a company 
use to communicate more effectively? What are the po¬ 


tential positive consequences of more effective benefits 
communic ation ? 

4. What are the potential advantages of flexible benefits 
and flexible spending accounts? Are there any poten¬ 
tial drawbacks? 

5. Although benefits account for a large share of em¬ 
ployee compensation, many feel there is little evidence 
on whether an employer receives an adequate return 
on the benefits investment. One suggestion has been to 
link benefits to individual, group, or organization per¬ 
formance. Explain why you would or would not recom¬ 
mend this strategy to an organization. 


Web Exercise 


The Health Insurance Portability and Accountability Act 
(HIPAA) of 1996 is a major health care reform mandate that 
sets minimum standards to improve the access, portability, 
and renewability of health insurance coverage. Visit 
(the Web site for HIPAA) , which answers 
some commonly asked questions for small employers about 
the provisions ofHIPAA. Click on HIPAA, then Employers. 


Questions 

1. What does portability mean? 

2. What is a preexisting condition? How does HIPAA af¬ 
fect how businesses can apply preexisting condition ex¬ 
clusions to employees? 

3. How does HIPAA benefit small employers? 


Managing People: From the Pages of BusinessWeek 


BusinessWeek 


Dr. Goodnight's Company Town 


The war for talent has businesses transforming their cor¬ 
porate campuses into country clubs-offering everything 
from five-star lunches to concierges willing to arrange em¬ 
ployees' lawn mowing and haircuts. But long before the 
words "labor crunch" put employee perks in vogue, SAS 
Institute Inc. founder James Goodnight was lavishing 
money on programmers instead of headhunters. It worked: 
SAS turnover is 4 percent in a.p industry for which 20 per¬ 
cent is typical. The Cary (North Carolina}-based com¬ 
pany may compete against PeopleSoft Inc. and Oracle 
Corp., but SAS employees aren't asked to mimic their Sil¬ 
icon Valley brethren's sleep-starved lifestyle. Goodnight, a 
shy billionaire who until recently drove a Buick Roadmas- 
ter wagon, believes in leaving the office at 5 P.M. sharp. 
Dinner, he says, should be spent with your family, not at 
your desk. 

THE PERK FACTORY. Goodnight remembers work¬ 
ing as a programmer for NASA-a place so cheap it 
wouldn't even spring for workers' sodas. Insulted, he 
vowed to do things differently. Today he's become a Willy 
Wonka to his workers, creating a corporate perk factory 
where even the plain and peanut-filled M&M's, replen¬ 


ished like clockwork every Wednesday, are free. Good¬ 
night believes that if you treat people as if they make a 
difference, they will. The turnover savings he reaps from 
his largesse are huge: an estimated $75 million a year. This 
means Goodnight can afford all those banana trees 
and cracker-and-cheese-stocked snack rooms. It may be 
too Stepford-like for cynics, but the T-shirt- and Teva- 
sporting SAS employees say they wouldn't have it any 
other way. 

On-site benefits at the Institute include day care, 
Montessori school, the Atrium, and lunchtime entertain¬ 
ment. For $25 a month, the center will take babies after 
SAS's six-week paid maternity leave. Sixty percent of the 
employees use the on-site day care; parents can visit or 
pick up their kids for lunch. Employees also get private of¬ 
fices and open spaces for impromptu meetings and breaks. 

The perks aren't limited to the on-site stuff. Goodnight 
offers discounts on ev~rything from land in his ritzy subdi¬ 
vision to memberships at his country club. Employees 
make only industry-average salaries, but they get a gener¬ 
ous year-end bonus, profit sharing, and an extra week of 
paid vacation at Christmas. Employees can also enjoy 
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Shiatsu, Swedish, and deep tissue massages-all available 
between meetings-right down the hall. A free clinic is 
also available so employees can get care at work-even 
when a child is ill. 

WHAT THEY WANT. This is just the beginning. SAS 
also has a 55,000-square-foot athletic facility worthy of 
Olympic games-plus tennis courts, walking trails, picnic 
shelters, and a lake, canoes provided. In summer the place 
looks more like a raucous college campus than a headquar¬ 
ter for wireheads. After your workout, the company takes 
your gym clothes and returns them to you freshly laundered 
the next day. Hungry? Head over to the subsidized cafete¬ 
ria, where it's hard to spend more than $3 for a feast. 

WHAT THEY LIKE. When Goodnight decided he 
didn't like Cary's local high school, he built a new private 
college prep called Cary Academy right next to SAS. (His 
own son didn't want to switch schools to attend.) Em¬ 
ployees receive a 10 percent discount off the $9,000-per- 
year tuition. If that's too steep, they can still enjoy a smor¬ 
gasbord of free services like the car wash and detailing, 
farmer's market, and advice on financial planning for col¬ 
lege and retirement. But the all-time favorite SAS perk is 
the seven-hour workday, which leaves time for family or 


personal obligations. While the Silicon Valley set grinds 
away, SAS's gates close shut. For Goodnight, seven hours 
of work a day are plenty. 

WHY THEY STAY. Goodnight believes that workers' 
environments can inspire or depress them. To that end, he 
has hired a full-time ergonomics specialist and built an on¬ 
site greenhouse that provides fresh flowers. His 7,000 em¬ 
ployees also enjoyed the $16 million in bonuses and $30 
million in profit sharing shelled out last year, when the 
company's revenues hit $1.02 billion. The payoff: similar 
software companies lose and replace 1,000 people a year, 
while SAS loses 130. Says one SAS employee, "We're 
spoiled rotten." 

SOURCE: Reprinted from June 19, 2000 issue of BusinessWeek by special 
permission. Copyright © 2000 by The McGraw-Hill Companies, Inc. 

Questions 

1. Would you like to work at SAS? Why or why not? 
Would you prefer to work at SAS or at Microsoft? 

2. What are the advantages and disadvantages of SAS's 
benefits strategy? 

3. SAS is sometimes criticized for being too paternalistic. 
What is your opinion? 
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Today's human resource managers 
face a wide range of challenges in 
helping their organizations determine 
what types of compensation and ben¬ 
efits best suit their employees' needs. 
Because of the diversity of today's 
workers in midsized to large organiza¬ 
tions, the choices can be mind- 
boggling, but HR managers must 
work to get the right mix to attract 
and retain talented employees. Older 
employees are more concerned about 
how their retirement accounts are 
shaping up; working parents are des¬ 
perate for child care; younger workers 
want opportunities to move up the 
ladder fast. Thus HR managers and 
other executives must come up with 
creative ways to motivate and em¬ 
power employees through compensa¬ 
tion and benefits plans. 

The following companies have 
combined some innovative perks 
with traditional ones: 

• The S.C. Johnson Company in 
Racine, Wisconsin, has a com¬ 
pany-owned, employee-directed 
146-acre park with an outdoor 
recreation center, child care-cen¬ 
ter, softball fields, tennis courts, 
golf driving range, miniature golf 
course, and other attractions. It 
also offers a paid sabbatical pro¬ 
gram and an expanded mater¬ 
nity/paternity/adoption policy, 
with time off for the adoption 
process. 

• CIGNA Insurance Company em¬ 
ploys 33,000 people worldwide 
and also combines a variety of 
traditional and alternative bene¬ 


fits for its employees, from med¬ 
ical and dental insurance plans to 
a company chef who will make 
meals to order for employees to 
take home to their families at the 
end of the day. CIGNA also of¬ 
fers flexible work arrangements, 
health and wellness programs, 
and a tuition reimbursement pro¬ 
gram for workers who want to 
continue their education. 

• Employees at Wilton Connor 
Packaging, Inc., in Charlotte, 
North Carolina, can actually 
bring their dirty laundry to work 
and have it cleaned for $1 per 
load. The company also offers 
child care services, on-site tutor¬ 
ing for children, and English 
classes for employees. In addi¬ 
tion, Wilton Connor conducts a 
six-week summer school program 
for children of full-time employ¬ 
ees. Workers at Wilton Connor 
seem to be satisfied; only two 
leave the company on average 
every year. 

• Financial services firm Salomon 
Smith Barney provides time off 
for special needs, such as caring 
for an ailing relative; child care 
discounts and referral services; 
adoption assistance; a Volunteer 
Incentive Program that encour¬ 
ages employees to volunteer for 
nonprofit organizations; a Life- 
Works Program that is designed 
to help workers balance work and 
personal responsibilities; on-site 
medical attention and prescrip¬ 
tion fulfillment; and investment 
opportunities. 


• Accenture (formerly Andersen 
Consulting) actually employs a 
concierge to run errands such as 
grocery shopping or dry-cleaning 
pickup for employees who have 
to stay late or can't take time out 
at lunch for these errands. The 
company also focuses on profes¬ 
sional development of its new 
hires and offers Student Leader¬ 
ship Conferences to final-year 
college students in the United 
States, Europe, and Asia. 

• Both Coca-Cola and Home 
Depot provide wellness and fit¬ 
ness programs designed to reduce 
stress and enhance employee 
health. Coca-Cola has found that 
employees who use these pro¬ 
grams are not only healthier but 
more productive on the job. 
Home Depot has taken its pro¬ 
gram a step further by offering 
on-site classes in smoking cessa¬ 
tion, nutrition, proper exercise, 
and balancing work and home 
life. The Center for Disease Con¬ 
trol in Atlanta strongly recom¬ 
mends these types of classes for 
the well-being of workers. 

On another front. Home Depot 
has recently launched a new type of 
class for employees: an in-house 
course in personal finance. The 
company states that the financial 
health of its 250,000 employees is a 
priority. "We want to be an employer 
of\choice, and we see helping associ¬ 
ates [employees] manage their fi¬ 
nances as one more way to do that," 
explains Layne Thome, director of 
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associate services for the company. 
“We want to win the war for talent. 
We see this as another tool for im¬ 
proving recruitment and retention.” 
Managers were spurred to develop 
the course after realizing that many 
of the company’s employees were 
having financial trouble. “We . . . 
found that associates were cashing 
out of their retirement accounts 
early and they were making early 
withdrawals on their stock purchase 
plans, which also concerned us,” says 
Thome. “We saw we had a popula¬ 
tion in trouble.” So the company has 
done something about it. Partnering 
with the Fannie Mae Foundation 
and the Consumer Credit Counsel¬ 
ing Service, Home Depot has cus¬ 


tom-developed classes for its em¬ 
ployees. 

Developing the right compensa¬ 
tion packages for employees can 
help ensure low turnover and higher 
productivity—just what every com¬ 
pany wants. 

Questions 

1. You’ve seen a range of advantages 
of the creative benefits programs 
just described. What might be 
some disadvantages? 

2. What special challenges might 
companies such as Coca-Cola 
face in developing and imple¬ 
menting compensation packages 
for employees in other countries? 

3. As an employee, which is more 
important to you: your pay or 


other benefits? Why? Do you 
think this ratio might change as 
you grow older and progress in 
your career? 

4. Do you think these types of ben¬ 
efits have the greatest influence 
on attracting new employees, 
motivating current employees, or 
keeping current employees? Ex¬ 
plain your answer. 

SOURCE: S.C. Johnson website 
(www.scjohnsonwax.com), Cigna website 
(www.cigna.com), Salomon Smith Barney 
website (http://careers.ssmb.com), Accenture 
website (http://careers.accenture.com), and 
Home Depot website (www.homedepot.com), 
all accessed November 29, 2001; J.L. Howard, 
“Expansion at Westlake to Add 400 Jobs,” The 
Business Journal of Charlotte (June 2, 2000), 
http://charlotte.bcentral.com. 
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Objectives 

Alter reading this chapter, you should be able to: 


1. Describe what 
is meant by 
collective 
bargaining and 
labor relations. 

2. Identify the labor 
relations goals of 
management, 
labor unions, and 
society. 


3. Explain the legal 
environment's 
impact on labor 
relations. 

4. Describe the 
major labor- 
management 
interactions: 
organizing, 
contract 

negotiations, and 

contract 

administration. 


5. Describe new, 
less adversarial 
approaches to 
labor- 

management 

relations. 

6. Explain how 
changes in 
competitive 
challenges (e.g., 
product market 
competition and 
globalization) are 
influencing 
labor-management 
interactions. 


7. Explain how labor 
relations in the 
public sector differ 
from labor 
relations in the 
private sector. 
















Verizon 
Strikes Out 
against 
Unions 

Despite a decline in 
overall union member¬ 
ship in the United 
States, organized labor 
groups that are willing 
and able to adapt to 
new industries and a 
new economy are sur¬ 
viving. Granted, not 
every attempt to or¬ 
ganize young workers 
in high-tech fields is 
successful; employees 
at both Amazon.com 
and CNBC knocked 
down union drives. But 
workers at telecommu¬ 
nications companies 
such as Verizon Com¬ 
munications and 
high-tech aerospace 


companies like Lock¬ 
heed Martin do have 
unions-and fairly 
strong ones at that. In 
fact, the Communica¬ 
tions Workers of 
America (CWA) and 
the International Broth¬ 
erhood of Electrical 
Workers (IBEW) repre¬ 
sent about 53 percent 
of Verizon's 250,000 
employees. 

Recently both 
unions won on a major 
issue in their strike 
against Verizon that 
19adts roots in the 
merger of Bell Atlantic, 
GTE, and Vodafone 
into Verizon. The 
unions wanted a 
chance to sign up 
nonunion employees 
from the old GTE and 
Vodafone companies. 
Verizon management 
tried to sidestep the 
issue by offering a five- 
year contract with 


large wage increases, 
but the unions opted 
instead to pursue 
union contracts for 
cable and wireless em¬ 
ployees. Also disputed 
was Verizon's right to 
transfer work from 
union to nonunion 
units, as well as work¬ 
load and overtime 
issues. These issues 
were considered espe¬ 
cially crucial to call 
center workers, who 
were under pressure to 
deliver service to 
often-frustrated cus¬ 
tomers as quickly as 
possible by following 
set marketing scripts 
and to take only a two- 
second break between 
calls. In the end, the 
unions won the right to 
unionize the company's 
nonunion divisions as 
well as concessions on 
the other issues. 

Perhaps one reason 


the CWA and IBEW 
fought so hard at 
Verizon is because the 
CWA had already lost 
ground at AT&T, where 
union membership has 
decreased to about 25 
percent of the work¬ 
force as AT&T has 
merged with other 
companies. With such 
a low union member¬ 
ship rate, AT&T 
management has taken 
a hard line against or¬ 
ganized labor-so 
much so that it has ig¬ 
nored a previous 
agreement that would 
allow the CWA to or¬ 
ganize workers in 
nonunion divisions free 
of executive interfer¬ 
ence. AT&T has also 
refused to cooperate 
with any arbitration 
proceedings. So with 
the AT&T experience 
behind them, CWA 
representatives don't 
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want to find them¬ 
selves banging on 
closed doors at other 
companies. 

Executives at many 
of these companies 
see organized labor as 
a threat to their ability 
to compete in a mar¬ 
ketplace that demands 
a high degree of flexi¬ 
bility and speed. 

Perhaps they view the 
traditional union rela¬ 


tionship as one that 
will saddle them with 
complacent workers 
who are happy with 
job security and guar¬ 
anteed pay raises. But 
as expert Robert 
Kuttner writes, "Most 
of the economy's re¬ 
cent productivity gains 
reflect technological 
breakthroughs, not the 
downgrading of labor. 
How these gains are to 


be shared among man¬ 
agers, shareholders, 
customers, and em¬ 
ployees is more about 
relative political power 
than economic or tech¬ 
nical imperatives." 
There's no question 
that everyone wants a 
slice of the new eco¬ 
nomic pie. Both 
management and 
unions will have to 
learn to share if they 


want to survive and 
grow. 

SOURCE: T. Wolverton, "Labor 
Pains," CNET News.com 
(January 16, 2001), 
^^77news!cnetTom^] R. Kuttner, 
"Verizon's Crash Course in High- 
Tech Unionism," BusinessWeek 
(September 11, 2000), p. 28; YJ. 
Dreazen, "Old Labor Tries to 
Establish Role in New Economy," 
The Waif Street Journal (August 
15,200~, p~ 81, 810. 


••• Introduction 

The events at Verizon illustrate both the important role of labor relations in running 
a business and the influence of competitive challenges on the nature of labor rela¬ 
tions. Deregulation in the communications industry has contributed to consolidation 
and rethinking of core strategies. To be more competitive, Verizon hoped to use less 
union labor to reduce cost and increase flexibility. In contrast, the CWA saw that its 
future depended on being able to organize workers in other parts of Verizon into 
unions. The result of the conflicting goals of Verizon and the CWA was a strike-one 
that lasted 18 days and idled 85,000 workers. 

A strike (withholding labor) is a key union bargaining tool, and it is effective to 
the extent that is imposes costs on the company. Strikes also impose costs on work¬ 
ers, however. In the short term workers lose their income; in the longer term they may 
be replaced by other workers, or their jobs may disappear altogether if the strike costs 
the company too many customers. Therefore, Verizon and the CWA realize that they 
also have mutual interests. Conflict must be balanced with cooperation if they are to 
survive. Verizon and the CWA settled their dispute. In the process, the CWA showed 
that new economy workers may be interested in unions, despite past difficulties in or¬ 
ganizing such workers. Verizon made some important concessions to make the CWf.:s 
task easier. 


••• The labor Relations Framework 

John Dunlop, former secretary of labor and a leading industrial relations scholar, sug¬ 
gested in the book Industrial Relations Systems (1958) that such a system consists of 
four elements: (1) an environmental context (technology, market pressures, and the 
legal framework, especially as it affects bargaining power); (2) participants, including 
employees and their unions, management, and the government; (3) a "web of rules" 
(rules of the game) that describe the process by which labor and management inter¬ 
act and resolve disagreements (such as the steps followed in settling contract griev¬ 
ances); and (4) ideology'! For the industrial relations system to operate properly, the 
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three participants must, to some degree, have a common ideology (like acceptance of 
the capitalist system) and must accept the roles of the other participants. Acceptance 
does not translate into convergence of interests, however. To the contrary, some de¬ 
gree of worker-management conflict is inevitable because, although the interests of 

the two parties overlap, they also diverge in key respects (such as how to divide the 
economic profits). 2 

Therefore, according to Dunlop and other U.S. scholars of like mind, an effective 
industrial relations system does not eliminate conflict. Rather, it provides institutions 
(and a "web of rules") that resolve conflict in a way that minimizes its costs to 
management, employees, and society. The collective bargaining system is one such 
institution, as are related mechanisms such as mediation, arbitration, and participa¬ 
tion in decision making. These ideas formed the basis for the development in the 
1940s of schools and departments of industrial and labor relations to train labor rela¬ 
tions professionals who, working in both union and management positions, would 
have the skills to minimize costly forms of conflict such as strikes (which were reach¬ 
ing record levels at the time) and maximize integrative (win-win) solutions to such 
disagreements. 3 

A more recent industrial relations model, developed by Harry Katz and Thomas 
Kochan, is particularly helpful in laying out the types of decisions management and 
unions make in their interactions and the consequences of such decisions for attain¬ 
ment of goals in areas such as wages and benefits, job security, and the rights and re¬ 
sponsibilities of unions and managements. 4 According to Katz and Kochan, these 
choices occur at three levels. 

First, at the strategic level, management makes basic choices such as whether to 
work with its union(s) or to devote its efforts to developing nonunion operations. En¬ 
vironmental factors (or competitive challenges) offer both constraints and opportu¬ 
nities in implementing strategies. For example, if public opinion toward labor unions 
becomes negative during a particular time period, some employers may see that as an 
opportunity to rid themselves of unions, whereas other employers may seek a better 
working relationship with their unions. Similarly, increased competition may dictate 
the need to increase productivity or reduce labor costs, but whether this is accom¬ 
plished by shifting work to nonunion facilities or by working with unions to become 
more competitive is a strategic choice that management faces. 

Although management has often been the initiator of change in recent years, 
unions face a similar choice between fighting changes to the status quo and being 
open to new labor-management relationships (like less adversarial forms of partici¬ 
pation in decision making, suc.h as labor-management teams). 

Katz and Kochan suggest that labor and management choices at the strategic level 
in turn affect the labor-management interaction at a second level, the functional 
level, where contract negotiations and union organizing occur, and at the final work¬ 
place level, the arena in which the contract is administered. In the opening vignette, 
Verizon's strategic-level choice to prevent nonunion employees from being organized, 
combined with the CW.Ns strategic choice to take a stand on the issue, contributed 
to conflict (a strike) at the functional level over a new contract. Although the rela¬ 
tionships between labor and management at each of the three levels are somewhat in¬ 
terdependent, the relationship at the three levels may also differ. For example" while 
management may have a strategy of building an effective relationship with its unions 
at the strategic level, there may be significant day-to-day conflicts over work rules, 
grievances, and so forth at any given facility or bargaining unit (workplace level). 

The labor relations framework depicted in Figure 14.1 incorporates many of the 
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FIGURE 14.1 

A Labor Relations 
Framework 
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ideas discussed so far, including the important role of the environment (the compet¬ 
itive challenges); union, management, and societal goals; and a separation of union- 
management interactions into categories (union organizing, contract negotiation, 
contract administration) that can have important influences on one another but may 
also be analyzed somewhat independently. The model also highlights the important 
role that relative bargaining power plays in influencing goals, union-management in¬ 
teractions, and the degree to which each party achieves its goals. Relative bargaining 
power, in turn, is significantly influenced by the competitive environment (legal, so¬ 
cial, quality, high-performance work systems, and globalization competitive chal¬ 
lenges) and the size and depth of union membership.s 

We now describe the components of this model in greater depth. The remainder 
of the chapter is organized into the following sections: the goals and strategies of so¬ 
ciety, management, and unions; union structure (including union administration and 
membership); the legal framework, perhaps the key aspect of the competitive envi¬ 
ronment for labor relations; union and management interactions (organizing, con¬ 
tract negotiation, contract administration); and goal attainment. Environmental fac¬ 
tors (other than legal) and bargaining power are discussed in the context of these 
sections. In addition, two special topics, international comparisons and public sector 
labor relations, are discussed. 
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••• Goals and Strategies 

Society 

In one sense, labor unions, with their emphasis on group action, do not fit well with 
the individualistic orientation of U.S. capitalism. However, industrial relations 
scholars such as Beatrice and Sidney Webb and John R. Commons argued in the late 
1800s and early 1900s that individual workers' bargaining power was far smaller than 
that of employers, who were likely to have more financial resources and the ability to 
easily replace workers. 6 Effective institutions for worker representation (like labor 
unions) were therefore seen as a way to make bargaining power more equal. 

Labor unions' major benefit to society is the institutionalization of industrial con¬ 
flict, which is therefore resolved in the least costly way. Thus, although disagreements 
between management and labor continue, it is better to resolve disputes through dis¬ 
cussion (collective bargaining) than by battling in the streets. As an influential group 
of industrial relations scholars put it in describing the future of advanced industrial 
relations around the world, "Class warfare will be forgotten. The battles will be in the 
corridors instead of the streets, and memos will flow instead of blood."7 In this sense, 
collective bargaining not only has the potential to reduce economic losses caused by 
strikes but may also contribute to societal stability. For this reason, industrial relations 
scholars have often viewed labor unions as an essential component of a democratic 
society.8 These were some of the beliefs that contributed to the enactment of the Na¬ 
tional Labor Relations Act (NLRA) in 1935, which sought to provide an environ¬ 
ment conducive to collective bargaining and has since regulated labor and manage¬ 
ment activities and interactions. 

Even Senator Orrin Hatch, described by BusinessWeek as "labor's archrival on 
Capitol Hill," has spoken of the need for unions: 

There are alwaysgoing to be people who take advantage of workers. Unions even that out, 
to their credit. We need them to level the field between labor and management. If you 
didn't have unions, it would be very difficult for even enlightened employers not to take 
advantage of workers on wages and working conditions, because of [competition from] 
rivals. I'm among the first to say I believe in unions.9 

Although an industrial relations system based on collective bargaining has draw¬ 
backs, so too do the alternatives. Unilateral control by management sacrifices work¬ 
ers' rights. Extensive involvement of government and the courts can result in conflict 
resolution that is expensive, slow, and imposed by someone (a judge) with much less 
firsthand knowledge of the circumstances than either labor or management. 


Management 

One of management's most basic decisions is whether to encourage or discourage the 
unionization of its employees. It may discourage unions because it fears higher wage 
and benefit costs, the disruptions caused by strikes, and an adversarial relationship 
with its employees or, more generally, greater constraints placed on its decision¬ 
making flexibility and discretion. Historically, management has used two basic strate¬ 
gies to avoid unionization. 1° It may seek to provide employment terms and concisions 
that employees will perceive as sufficiently attractive and equitable so that they see 
little gain from union representation. Or it may aggressively oppose union represen¬ 
tation, even where there is significant employee interest. Use of the latter strategy has 
increased significantly during the last 20 to 30 years. 
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If management voluntarily recognizes a union or if employees are already repre¬ 
sented by a union, the focus is shifted from dealing with employees as individuals to 
employees as a group. Still, certain basic management objectives remain: controlling 
labor costs and increasing productivity (by keeping wages and benefits in check) and 
maintaining management prerogatives in important areas such as staffing levels and 
work rules. Of course, management always has the option of trying to decertify a 
union (that is, encouraging employees to vote out the union in a decertification elec¬ 
tion) if it believes that the majority of employees no longer wish to be represented by 
the union. 


Labor Unions 

Labor unions seek, through collective action, to give workers a formal and indepen¬ 
dent voice in setting the terms and conditions of their work. Table 14.1 shows typi¬ 
cal provisions negotiated by unions in collective bargaining contracts. Labor unions 
attempt to represent their members' interests in these decisions. 

A major goal of labor unions is bargaining effectiveness, because with it comes the 
power and influence to make the employees' voices heard and to effect changes in the 
workplace. 11 As the opening to this chapter suggests, the right to strike is one impor¬ 
tant component of bargaining power. In turn, the success of a strike (actual or threat¬ 
ened) depends on the relative magnitude of the costs imposed on management ver¬ 
sus those imposed on the union. A critical factor is the size of union membership. 
More members translate into a greater ability to halt or disrupt production and also 
into greater financial resources for continuing a strike in the face of lost wages. 


••• Union Structure, Administration, 
and Membership 

A necessary step in discussing labor-management interactions is a basic knowledge of 
how labor and management are organized and how they function. Management has 
been described throughout this book. We now focus on labor unions. 


National and International Unions 

Most union members belong to a national or international union. Most national 
unions are composed of multiple local units, and most are affiliated with the Ameri¬ 
can Federation of Labor and Congress ofindustrial Organizations (AFL-CIO). 

The largest AFL-CIO-affiliated national unions are listed in Table 14.2. (The Na¬ 
tional Education Association, with 2.5 million members, is not affiliated with the 
AFL-CIO.) An important characteristic of a union is whether it is a craft or indus¬ 
trial union. The electrical workers' and carpenters' unions are craft unions, meaning 
that the members all have a particular skill or occupation. Craft unions often are re¬ 
sponsible for training their members (through apprenticeships) and for supplying craft 
workers to employers. Requests for carpenters, for example, would come to the union 
hiring hall, which would decide which carpenters to send out. Thus craft workers may 
work for many employers over time, their constant link being to the union. A craft 
union's bargaining power depends greatly on the control it can exercise over the sup¬ 
ply of its workers. 
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TABLE 14.1 

Typical Provisions in Collective Bargaining Contracts 



Wage determination and 
administration 

General provisions 
Rate structure and wage 
differentials 
Allowances 

Incentive systems and production 
bonus plans 

Production standards and time 
studies 


Plant operations 

Work and shop rules 

Rest periods and other in-plant 

time allowances 

Safety and health 

Plant committees 

Hours of work and premium pay 

practices 

Shift operations 

Hazardous work 

Discipline and discharge 

Paid and unpaid leave 

Vacations and holidays 

Sick leave 

Funeral and personal leave 
Military leave and jury duty 

Employee benefit plans 

Health and insurance plans 
Pension plans 

Profit-sharing, stock purchase, 
and thrift plans 
Bonus plans 
Special groups 

Apprentices and learners 

Workers with disabilities and 

older workers 

Women 

Veterans 

Union representatives 
Nondiscrimination clauses 


and 
of the 


Contract duration and reopening 
and renegotiation provisions 
Linipn ^curity and the checkoff. 
Special bargaining committees 
Grievance ptocedures 
Arbitration and mediation 
Strikes apd lockouts i . 


Functions, rights, and 
responsibilities 

Management rights clauses 
Plant removal 
Subcontracting 

Union activities on company time 
and premises 

Union-management cooperation 
Regulation of technological 
change 

Advance notice and consultation 


Job or income security 

Hiring and transfer arrangements 
Employment and income 
guarantees 

Reporting and call-in pay 
Supplemental unemployment 
benefit plans 

Regulation of overtime, shift 
work, etc. 

Reduction of hours to forestall 
layoffs 

Layoff procedures; seniority; recal 
Worksharing in lieu of layoff 
Attrition arrangements 
Promotion practices 
Training and retraining 
Relocation allowances 
Severance pay and layoff benefit 
plans 

Special funds and study 
committees 


SOURCE: From H.C. Katz and T.A. Kochan, Collective Bargaining and Industrial Relations, 1980. Copyright © 1980 The 
McGraw-Hili Companies, Inc. Reprinted with permission. 


In contrast, industrial unions are made up of members who are linked by their work 
in a particular industry (such as steelworkers and autoworkers). Typically they repre¬ 
sent many different occupations. Membership in the union is a result of wotking for 
a particular employer in the industry. Changing employers is less common than it is 
among craft workers, and employees who change employers remain members of the 
same union only if they happen to move to other employers covered by that union. 
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TABLE 14.2 
Largest 

AFL-CIO-Affiliated 
Labor Unions 



NUMBER OF 

ORGANIZATION 

MEMBERS 


Naittonalljducatfbn Astfodjrtfon 
International Brotherhood of Teamsters 

and Corr^i^ Wg^re International Union " ■ ■ v 
Service Employees International Union 
Arttertcan Federation of State, County and'Wtonicipal Employees 
Laborers' International Union of North America 
International Union, United Automobile, Aerospacte and Agricultural 


2,495,826 ‘ i 
1,400,700 
T|39T,‘399' : ' * 
1,321,790 
i,3oojooa^ j§ 
774,696 


International Association of Machinists and Aerospace Workers 
International BrotfiferfiaiadtefSectrical Workers 
American Federation of Teachers 
United Steelworkers of America 

United Brotherhood of Carpenters and Joiners of America 

rica 


National Postal Mail Handlers Union 
American Postal Workers Union 


.1 

■ 




United Association of Journeymen and Apprentices of the Plumbing 
^jgdPtoeB^ngkickgyoftheUnit^l&tetw^^ Canada 

Hotel Employees and Restaurant Employees International Union 

Union of Needletrades, Industrial and Textile Employees 

Errtjpfe^ees f • f " 'f ' m • 

American Association of Classified School Employees 

Sheet Metal Workers International Association 

International Association of Bridge, Structural and Ornamental 
Iron Workers 

Bakery, Confectionery, Tobacco Workers and Grain Millers 
International Union 

International Brotherhood of Painters and Allied Trades 
Inteteatipnel Union of^a^onic. Electrical, Salaried, Machine and 
Furniture Workers 

Transportation Communications International Union 
Araericap, Federatiortpf Musicians of the United States and Canada 
Transport Workers Union of America 


762,439' 
737,510 

686,518 
636,297" 

515.986 
490,621- 

419.987 
372,527' £ 
315,582 
307,761. ; g$ 

299,136 
292,160' 1 
245,327 
235,527 H 
216,261 
191,171 ” 1 
166,512 
165,670 
142,500 
141,874 | 

126,004 
124,803 % 


121,379 

117,997 

113,445 

112,331 

110,652 

110,000. 

109,000 


f 


SOURCE: From J.A. Fossum, Labor Relations: Development, Structure and Process, 1992. Copyright 
© 1992 The McGraw-Hill Companies, Inc. Reprinted with permission. 


Whereas a craft union may restrict the number of, say, carpenters to maintain higher 
wages, industrial unions try to organize as many employees in as wide a range of skills 
as possible. 
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Three major unions (the United Auto Workers, the United Steelworkers, and the 
International Association of Machinists) had hoped to merge by the year 2000, a 
move that would have created a union having more than 2 million members, the 
largest in the AFL-CIO. AFL-CIO leadership applauded the merger as an action that 
would contribute to better and more powerful representation of worker interests .12 
Organized labor hopes that mergers like this will reduce competition among unions 
and contribute to more success in organizing new members and achieving more bar¬ 
gaining power for current members. 13 As of 2001, however, the ambitious merger had 
not taken place, and its prospects were uncertain. 


Local Unions 

Even when a national union plays the most critical role in negotiating terms of a col¬ 
lective bargaining contract, negotiation occurs at the local level as well as over work 
rules and other issues that are locally determined. In addition, administration of the 
contract is largely carried out at the local union level. Consequently, the bulk of day- 
to-day interaction between labor and management takes place at the local union level. 

The local of an industrial-based union may correspond to a single large facility or 
to a number of small facilities. In a craft-oriented union, the local may cover a city or 
a region. The local union typically elects officers (like president, vice president, trea¬ 
surer). Responsibility for contract negotiation may rest with the officers, or a bar¬ 
gaining committee may be formed for this purpose. Typically the national union pro¬ 
vides assistance, ranging from background data about other settlements and technical 
advice to sending a representative to lead the negotiations. 

Individual members' participation in local union meetings includes the election of 
union officials and strike votes. Flowever, most union contact is with the shop stew¬ 
ard, who is responsible for ensuring that the terms of the collective bargaining con¬ 
tract are enforced. The shop steward represents employees in contract grievances. 
Another union position, the business representative, performs some of the same func¬ 
tions, especially where the union deals with multiple employers, as is often the case 
with craft unions. 


American Federation of Labor and Congress of Industrial 
Organizations (AFL-CIO) 

The AFL-CIO is not a labor union but rather an association that seeks to advance the 
shared interests of its member unions at the national level, much as the Chamber of 
Commerce and the National Association of Manufacturers do for their member em¬ 
ployers. As Figure 14.2 indicates, there are approximately 72 affiliated national and 
international unions and 60,000 locals. An important responsibility of the AFL-CIO 
is to represent labor's interests in public policy issues such as civil rights, economic 
policy, safety, and occupational health. It also provides information and analysis that 
member unions can use in their activities: organizing new members, negotiating new 
contracts, and administering contracts. 


Union Security 

The survival and security of a union depends on its ability to ensure a regular flow of 
new members and member dues to support the services it provides. Therefore, unions 
typically place high priority on negotiating two contract provisions with an employer 
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FIGURE 14.2 

Structure of the American Federation of Labor and Congress of Industrial Organizations (AFL-CIO) 
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SOURCES: J.A. Fossum, Labor Relations, 5th ed. (Homewood, IL: Richard D. Irwin, 1992), p. 118. Updated 
with data from C.D. Gifford, Directory ofU.S. Labor Organizations, 1998 (Washington, DC: Bureau of 
National Affairs, 1998). 
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that are critical to a union's security or viability: checkoff provisions and union mem¬ 
bership or contribution. First, under a checkoff provision, the employer, on behalf of 
the union, automatically deducts union dues from employees' paychecks. 

A second union security provision focuses on the flow of new members (and their 
dues). The strongest union security arrangement is a closed shop, under which a per¬ 
son must be a union member (and thus pay dues) before being hired. A closed shop 
is, however, illegal under the NLRA. A union shop requires a person to join the 
union within a certain amount of time (30 days) after beginning employment. An 
agency shop is similar to a union shop but does not require union membership, only 
that dues be paid. Maintenance of membership rules do not require union member¬ 
ship but do require that employees who choose to join must remain members for a cer¬ 
tain period of time (such as the length of the contract). 

Under the 1947 Taft-Hartley Act (an amendment to the NLRA), states may pass 
so-called right-to-work laws, which make union shops, maintenance of membership, 
and agency shops illegal. The idea behind such laws is that compulsory union mem¬ 
bership (or making employees pay union dues) infringes on the employee's right to 
freedom of association. From the union perspective, a big concern is "free riders," em¬ 
ployees who benefit from union activities without belonging to a union. By law, all 
members of a bargaining unit, whether union members or not, must be represented by 
the union. If the union is required to offer service to all bargaining unit members, 
even those who are not union members, it may lose its financial viability. 


Union Membership and Bargaining Power 

At the strategic level, management and unions meet head-on over the issue of union 
organizing. Increasingly, employers are actively resisting unionization in an attempt 
to control costs and maintain their flexibility. Unions, on the other hand, must or¬ 
ganize new members and hold on to their current members to have the kind of bar¬ 
gaining power and financial resources needed to achieve their goals in future organ¬ 
izing and to negotiate and administer contracts with management. For this reason we 
now discuss trends in union membership and possible explanations for those trends. 

Since the 1950s, when union membership rose to 35 percent of employment, 
membership has consistently declined as a percentage of employment. It now stands 
at 14 percent of all employment and 9 percent of private-sector employment. 14 As 
Figure 14.3 indicates, this decline shows no indication of reversing (or even slowing 
down). If the trend continues, private-sector membership in unions may fall below 5 
percent in the foreseeable future, is 

What factors explain the decline in union membership? Several have been identi¬ 
fied. 16 


Structural Changes in the Economy 

At the risk of oversimplifying, we might say that unions have traditionally been 

strongest in urban workplaces (especially those outside the South) that employ middle- 
aged workers in blue-collar jobs. However, much recent job growth has occurred 
among women and youth in the service sector of the economy. Although urionizing 
such groups is possible, unions have so far not had much success organizing these 
groups in the private sector. Despite the importance of structural changes in the econ¬ 
omy, studies show that they account for no more than one-quarter of the overall union 
membership decline, i? Also, Canada, which has been undergoing similar structural 
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Checkoff provision 

A union contract 
provision that 
requires an 
employer to deduct 
union dues from 
employees' 
paychecks. 

Closed shop 

A union security 
provision requiring a 
person to be a 
union member 
before being hired. 
Illegal under NLRA. 

Union shop 

A union security 
provision that 
requires a person to 
join the union within 
a certain amount of 
time after being 
hired. 

Agency shop 

A union security 
provision that 
requires an 
employee to pay 
union membership 
dues but not to join 
the union. 

Maintenance of 
membership 

Union rules 
requiring members 
to remain members 
for a certain period 
of time (such as the 
length of the union 
contract). 

Right-to-work laws 

State laws that make 
union shops, 
maintenance of 
membership, and 
agency shops 
illegal. 
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FIGURE 14.3 

Union Membership Density among U.S. Wage and Salary Workers, 1973-2000 



Year 

-J| Private 
-|P Public 
Total 

SOURCE: 1973-81-May Current Population Surveys (CPS); 1983-2000-CPS Outgoing Rotation Group (ORG) 
Earning Files. Values for 1982 are linearly interpolated from 1981 and 1983 values. Union Density is measured by 
the percentage of total, private sector, and public sector wage and salary workers who are union members. 
Beginning in 1977, workers belonging to "an employee association similar to a union" are included as members. 
From B.T. Hirsch and D.A. MacPherson, Union Membership and Earnings Data Book 2001 (Washington, DC: The 
Bureau of National Affairs, Inc., 2001). Reprinted with permission. 


changes, has experienced growth in union membership since the early 1960s. Growth 
in union membership in Canada now stands at over 30 percent of employment, com¬ 
pared with 16 percent in the United States. 

Increased Employer Resistance 

Almost one-half of large employers in a survey reported that their most important 
labor goal was to be union-free. This contrasts sharply with 30 years ago, when one 
observer wrote that "many tough bargainers [among employers] prefer the union to a 
situation where there is no union. Most of the employers in rubber, basic steel and the 
automobile industry fall in this category." The idea then was that an effective union 
could help assess and communicate the interests of employees to management, thus 
helping management make better decisions. But product-market pressures, such as 
foreign competition, have contributed to increasing employer resistance of unions. 
These changes in the competitive environment have contributed to a change in man¬ 
agement's perspective and goals.I 8 




COMPETING 

THROUGH 

GLOBALIZATION 


Nissan Worke 
Down Unionb 


To some it looked like a sure 
thing. The United Auto Workers 
had tried to organize Nissan's 
Smyrna, Tennessee, plant work¬ 
ers in 1989 and failed. But in 
2001 those workers were older, 
more experienced, and looking 
for job security and better ben¬ 
efits. By August several Nissan 
workers had delivered large 
boxes of signed union cards to 
the local office of the National 
Labor Relations Board in 
Nashville—enough to force an 
official vote in October. Some 
plant workers openly discussed 
their dissatisfaction with the 
Japan-based company, citing 
workplace injuries and lack of 
secure retirement as primary 
concerns. 

Nissan management did not 
support the organization effort. 
"It's our policy to maintain open 
and productive relationships 
among all employees without 
the interference of a third 
party," stated Nissan 
spokesperson Fred Standish. 

But tension between manage¬ 
ment and workers had in¬ 


creased dramatically since Re- 100,000 vehicles. In addition, 
nault of France had taken a 36 Nissan committed to a $1 bil- 
percent stake in Nissan and put lion expansion at the Smyrna 
its executive from Brazil, Carlos plant and a nearby facility that 
Ghosn, in charge. Ghosn, manufactures Nissan engines, 

based in Tokyo, had focused "Nissan really pulled out alt the 
entirely on cutting costs and stops," noted Michael Flynn, di¬ 
bringing out new models dur- rector of the Office for the 
ing the previous two years. As Study of Automotive Trans¬ 
part of the plan, Nissan hired portation at the University of 
more temporary workers at the Michigan. "The timing of the 
Smyrna plant and reduced its announcement of the Maxima 
health insurance benefits. Un- probably played a role." 
der these circumstances, it Union representatives 

looked as though the union was charged Nissan with "a cam- 
a shoe-in. paign of fear and intimidation" 

But when the votes were while Nissan executives natu- 

tallied in October, the UAW lost rally praised the workers for 
by a wide margin. So far the their rejection of the union. 

UAW has not yet succeeded in "The union will probably now 
organizing a Japanese-owned back off the seriousness of or- 
auto plant (a "transplant") in ganizing the transplants," 
the United States. Why was predicted Michael Flynn, 

there such a big loss in this , oljPrp: TV . 

* s-\ » . SOURCE. T.Y. Jones, UAW Loses Bid to 

Case. One explanatton may be Enter Nissan Plant," Los Angeles Times 
that a week before the vote, {October 4, zooi), www.lat1ines.com: J. 

Nissan announced plans to ashe I and Detroit Free Press staff - 

move the production of Its top- 2O01), www.auto.com; K.Bracfsher, "Union 
of-the-line Maxima from Tokyo 1 Moves to Hold Vote at Nissan Plant in 

to Smyrna. That would increase Ths Hew York Times (August 15 ' 

1 .. , . . 2001), www.Jtyttmes.com. 


Over 30 years ago, unions were often able to organize entire industries. For exam¬ 
ple, the UAW organized all four major producers in the automobile industry (GM, 
Ford, Chrysler, and American Motors). The UAW usually sought and achieved the 
same union-management contract at each company. As a consequence, a negotiated 
wage increase in the industry could be passed on to the consumer in the form of 
higher prices. No company was undercut by its competitors because the labor cost of 
all major producers in the industry was determined by the same union-management 
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FIGURE 14.4 

Employer Resistance 
to Union 

Organizing, 1950-98 


o 

o 

T“ 

II 

o 

«o 

o 


c 

o> 

TJ 

tJ 

C 

-v 

a) 

t 

o 

a. 

<D 

oc 



1950 1955 1960 1965 1970 1975 1980 1985 1990 1994 1998 


Year 

Workers awarded back pay 

Unfair labor practice charges filed against employers 
8 (a)(3) unfair labor practice charges filed against employers 
Number of elections 

NOTE: 8(a)(3) charges refer to the section of the NLRA that makes it an unfair employer labor 
practice to discriminate against (e.g., fire) employees who engage in union activities such as 
union organizing. 

SOURCE: Adapted and updated from R.B. Freeman and J.L. Medoff, What Do Unions Do? 
(New York: BasicBooks, 1984). Data for 1985, 1989, 1990, 1994 and 1998 from National Labor 
Relations Board annual reports. 


contract, and the U.S. public had little option but to buy U.S.-made cars. However, 
the onset of foreign competition in the automobile market changed the competitive 
situation as well as the UAW's ability to organize the industry, 19 U.S. automakers were 
slow to recognize and respond to the competitive threat from foreign producers, re- 
sultingin a loss of market share and employment. 

Competitive threats have contributed to increased employer resistance to union or¬ 
ganizing and, in some cases, to an increased emphasis on ridding themselves of exist¬ 
ing unions. Unionized workers receive, on average, 10 percent higher pay (excluding 
benefits) than their nonunion counterparts. Many employers have decided that they 
can no longer compete with these higher labor costs, and union membership has suf¬ 
fered as a result,zo One measure of increased employer resistance is the dramatic in¬ 
crease in the late 1960s in the number of unfair employer labor practices (violations of 
sections of the NLRA such as section 8(a)(3), which prohibits firing employees for 
union organizing, as we discuss later) even though the number of elections held did 
not change much. (See Figure 14.4.) The use of remedies such as back pay for workers 
also grew, but the costs to employers of such penalties\does not appear to have been 
sufficient to prevent the growth in employer unfair labor practices. Not surprisingly, 
the union victory rate in representation elections has decreased from almost 59 per¬ 
cent in 1960 to about 50 percent in recent years. Since 1980, the number of elections 
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has declined by more than 50 percent. Moreover, decertification elections have gone 
from about 4 percent of elections in 1960 to about 14 percent of elections in 1996.21 
At a personal level, some managers may face serious consequences if a union suc¬ 
cessfully organizes a new set of workers or mounts a serious organizing drive. One 
study indicated that 8 percent of the plant managers in companies with organizing 
drives were fired, and 10 percent of those in companies where the union was success¬ 
ful were fired (compared with 2 percent in a control group).22 Furthermore, only 3 
percent of the plant managers facing an organizing drive were promoted, and none of 
those ending up with a union contract were promoted (compared with 21 percent of 
the managers in the control group). Therefore, managers are often under intense pres¬ 
sure to oppose unionization attempts. 


Substitution with HRM 

A major study of the human resource management strategies and practices among 
large, nonunion employers found that union avoidance was often an important em¬ 
ployee relations objective. 23 Top management's values in such companies drive spe¬ 
cific policies such as promotion from within, an influential personnel-human re¬ 
source department, and above-average pay and benefits. These policies, in turn, 
contribute to a number of desirable outcomes such as flexibility, positive employee at¬ 
titudes, and responsive and committed employees, which ultimately lead to higher 
productivity and better employee relations. In other words, employers attempt to re¬ 
main nonunion by offering most of the things a union can offer, and then some, while 
still maintaining a productivity advantage over their competitors. Of course, one as¬ 
pect of union representation that employers cannot duplicate is the independent em¬ 
ployee voice that a union provides. 


Substitution by Government Regulation 

Since the 1960s, regulation of many employment areas has increased, including equal 
employment opportunity, pensions, and worker displacement. Combined with exist¬ 
ing regulations, this increase may result in fewer areas in which unions can provide 
worker rights or protection beyond those specified by law. Yet Western European 
countries generally have more regulations and higher levels of union membership 
than the United States,24 


Worker Views 

Industrial relations scholars have long argued that the absence in the United States 
of a history of feudalism and of strong class distinctions found in Western Europe have 
contributed to a more pragmatic, business-oriented (versus class-conscious) union¬ 
ism. Although this may help explain the somewhat lower level of union membership 
in the United States, its relevance in explaining the downward trend is not clear. 


Union Actions 

In some ways, unions have hurt their own cause. First, corruption in unions such as 
the Teamsters may have had a detrimental effect. Second, questions have been raised 
about how well unions have adapted to recent changes in the economic structure. 
Employee groups and economic sectors with the fastest growth rates tend to have the 




Will Unions tlay a Role 
in Uigh-Teclj Industries? 


Unions used to be the domain 
of auto workers, truck drivers, 
electricians, teachers, movie ac¬ 
tors, and a host of other 
American workers. But with the 
changing economy, union 
membership has changed as 
well. It is now at its lowest level 
in 60 years. Currently there are 
13 million union members, or 
roughly 13.5 percent of the 
American workforce. Will unions 
survive in the new economy? 

And if so, what kind of role will 
they play? 

In recent years unions have 
turned to the information tech¬ 
nology industry for potential 
growth and have been snubbed 
on many occasions. Perhaps 
this is because traditional union 
values seem somewhat out¬ 
dated; for instance, the mostly 
young IT workforce isn't wor¬ 
ried yet about job security. 

"The philosophy is, 'Till death 
do us part-until I get a better 
offer,fll explains Harris Miller,, 
president of the Information 
Technology Association of - 
America, an industry trade 
group. "That's a very different 


attitude from saying, Til work 
for this steel mill for the rest of 
my life,' and it makes it very 
hard for high-tech workers to 
see the appeal of joining a 
union." The Communication 
Workers of America's efforts to 
organize at Amazon.com have 
failed thus far, along with a sim¬ 
ilar drive at CNBC, the cable 
counterpart to NBC. The failure 
of the latter drive is a mystery 
to many because cable workers 
are generally paid much less 
than their network counterparts. 
But local CWA vice president 
Bill Freeh says, "It was a very 
hard sell. These were workers 
who weren't looking for the se¬ 
curity a union can provide. They 
just didn't want to jeopardize 
their jobs." During the organi¬ 
zation drive, CNBC hosted 
pizza parties and bowling 
nights for employees, many of 
whom were recent college 
graduates. 

But organized labor has not 
lost hope. "Is it hard to con¬ 
vince high-tech workers that 
they should join a union? Cer¬ 
tainly," says Marcus Courtney, 


cofounder and president of 
WashTech, an advocacy and ad¬ 
vice group based in Washing¬ 
ton. "But ... some things don't 
change, and one of them is that 
individuals have no power un¬ 
less they're organized." How¬ 
ever, some of the goals of 
union representation will proba¬ 
bly change. To revitalize, unions 
may have to focus more on is¬ 
sues of quality of life for work- 
ers-such as child care or time 
off to take care of aging par¬ 
ents. "This is a sunrise indus¬ 
try/' says Katie Quan, labor 
policy specialist at the Center 
for Labor Research and Educa¬ 
tion at the University of Califor¬ 
nia at Berkeley. "It's quite 
important for the labor move¬ 
ment to get a foothold and 
grow with it." 

SOURCE: L.M. Prendpe, "E-Mail and the 
Internet Are Changing the 
Labor/Management Power Play," InfoWorld 
(March 12,2001), ^wwjnroworicLconr^] T. 
Wolverton, "Labor Pains," CNET News.com 
(January 16, 2001). yTttgwnew^ne^om^J Y.J. 
Dreazen, "Old Labor Tries to Establish Role in 
New Economy," The Wall Street Journal 
(August 15, 2001), pp. B1, B10. 


lowest rates of unionization.2 5 Women are less likely to be in unions than men (12 
percent versus 16 percent), and nonmanufacturing industries such as finance, insur¬ 
ance, and real estate have a lower union representation \2 percent) than does manu¬ 
facturing (16 percent). The South is also less heavily organized than the rest of the 
country, with, for example, South Carolina having a unionization rate of 4 percent, 
compared with 26 percent in New York State. 26 
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••• Legal Framework 

Although competitive challenges have a major impact on labor relations, the legal 
framework of collective bargaining is an especially critical determinant of union 
membership and relative bargaining power and, therefore, of the degree to which em¬ 
ployers, employees, and society are successful in achieving their goals. The legal 
framework also constrains union structure and administration and the manner in 
which unions and employers interact. Perhaps the most dramatic example of labor 
laws' influence is the 1935 passage of the Wagner Act (also known as the National 
Labor Relations Act or NLRA), which actively supported collective bargaining 

rather than impeding it. As a result, union membership nearly tripled, from 3 million 
in 1933 (7.7 percent of all employment) to 8.8 million (19.2 percent of employment) 

by 1939.77 With increased membership came greater union bargaining power and, 

consequently, more success in achieving union goals. 

Before the 1930s, the legal system was generally hostile to unions. The courts gen¬ 
erally viewed unions as coercive organizations that hindered free trade. Unions' focus 
on collective voice and collective action (strikes, boycotts) did not fit well with the 
U.S. emphasis on capitalism, individualism, freedom of contract, and property 
rights,28 

The Great Depression of the 1930s, however, shifted public attitudes toward busi¬ 
ness and the free-enterprise system. Unemployment rates as high as 25 percent and a 
30 percent drop in the gross national product between 1929 and 1933 focused atten¬ 
tion on employee rights and on the shortcomings of the system as it existed then. The 
nation was in a crisis, and President Franklin Roosevelt responded with dramatic ac¬ 
tion, the New Deal. On the labor front, the 1935 NLRA ushered in a new era of pub¬ 
lic policy for labor unions, enshrining collective bargaining as the preferred mecha¬ 
nism for settling labor-management disputes. 

The introduction to the NLRA states: 

It is in the national interest of the United States to maintain full production in its econ¬ 
omy. Industrial strife among employees, employers, and labor organizations interferes with 
full production and is contrary to our national interest. Experience has shown that labor 
disputes can be lessened if the parties involved recognize the legitimate rights of each in 
their relations with one another. To establish these rights under the law, Congress enacted 
the National Labor Relations Act. Its purpose is to define and protect the rights of em¬ 
ployees and employers, to encourage collective bargaining, and to eliminate certain prac¬ 
tices on the part of labor and management that are harmful to the general welfare.29 

The rights of employees are,set out in Section 7 of the act, including the "right to 
self-organization, to form, join, or assist labor organizations, to bargain collectively 
through representatives of their own choosing, and to engage in other concerted ac¬ 
tivities for the purpose of collective bargaining. The act also gives employees the right 
to refrain from any or all of such activities except [in cases] requiring membership in 
a labor organization as a condition of employment."3o Examples of protected activi¬ 
ties include 

• Union organizing. 

• Joining a union, whether it is recognized by the employer or not. 

• Going out on strike to secure better working conditions. 

• Refraining from activity on behalf of the union)! 

Although the NLRA has broad coverage in the private sector, Table 14.3 shows 
that there are some notable exclusions. 



S84 Part 5 Special Topics in Human Resource Management 


TABLE 14.3 

Are You Excluded 
from the NLRA's 
Coverage? 


The NLRA specifically excludes from its coverage individuals who are 
Employed by a parent or spouse. 


• Employed in the domestic service of any person or family i 


i m 

or family in a home. 

m 


'■V i'y 


. 

• Employed by an employer subject to the Railway Labor Act. 

• Employed by any other person who is not an employer as defined in the NLRA. 


SOURCE: |titu^ZaaaciilikaiYZBiilA^ 


Unfair labor Practices-Employers 

The NLRA prohibits certain activities by both employers and labor unions. Unfair 

labor practices by employers are listed in Section 8(a) of the NLRA. Section 8(a)(1) 
prohibits employers from interfering with, restraining, or coercing employees in exer¬ 
cising their rights to join or assist a labor organization or to refrain from such activi¬ 
ties. Section 8(a)(2) prohibits employer domination of or interference with the for¬ 
mation or activities of a labor union. Section 8(a)(3) prohibits discrimination in any 

aspect of employment that attempts to encourage or discourage union-related activ¬ 

ity. Section 8( a)( 4) prohibits discrimination against employees for providing testi¬ 
mony relevant to enforcement of the NLRA. Section 8(a)(5) prohibits employers 
from refusing to bargain collectively with a labor organization that has standing under 
the act. Examples of employer unfair labor practices are listed in Table 14.4. 


Taft-Hartley Act, 

1947 

The 1947 act that 
outlawed unfair 
union labor 
practices. 


Unfair labor Practices-labor Unions 

Originally the NLRA did not list any union unfair labor practices. These were added 
through the 1947 Taft-Hartley Act. The 1959 Landrum-Griffin Act furtherregulated 
unions' actions and their internal affairs (like financial disclosure and conduct of elec¬ 
tions). Section 8(b)(l )(a) of the NLRA states that a labor organization is not to "re¬ 
strain or coerce employees in the exercise of the rights guaranteed in section 7" (de¬ 
scribed earlier). Table 14.5 provides examples of union unfair labor practices. 


Enforcement 

Enforcement of the NLRA rests with the National Labor Relations Board (NLRB), 
which is composed of a five-member board, the general counsel, and 33 regional of¬ 
fices. The basis for the NLRA is the commerce clause of the U.S. Constitution. There¬ 
fore, the NLRB's jurisdiction is limited to employers whose operations affect commerce 
generally and interstate commerce in particular. In practice, only purely local firms are 
likely to fall outside the NLRB's jurisdiction. Specific jurisdictional standards (nearly 
20) that vary by industry are applied. Two examples of businesses that are covered (and 
the standards) are retail businesses that had more than $500,000 in annual business 
and newspapers that had more than $200,000 in annual business. 

The NLRB's two major functions are to conduct and certify representation elections 






TABLE 14.4 

Examples of Employer Unfair Labor Practices 

• Threatening employees with loss of their jobs or benefits if they join or vote for a union. 

• Threatening to close down a plant if organized by a union. 

• Questioning employees about their union membership or activities in a manner that restrains or coerces 
them. 

• Spying or pretending to spy on union meetings. 

• Granting wage increases that are timed to discourage employees from forming or joining a union. 

• Taking an active part in organizing a union or committee to represent employees. 

• Providing preferential treatment or aid to one of several unions trying to organize employees. 

• Discharging employees for urging other employees to join a union or refusing to hire applicants 
because they are union members. 

• Refusing to reinstate workers when job openings occur because the workers participated in a lawful 
strike. 

• Ending operation at one plant and opening the same operation at another plant with new employees 
because employees at the first plant joined a union. 

• Demoting or firing employees for filing an unfair labor practice or for testifying at an NLRB hearing. 

• Refusing to meet with employees' representatives because the employees are on strike. 

• Refusing to supply the employees' representative with cost and other data concerning a group 
insurance plan covering employees. 

• Announcing a wage increase without consulting the employees' representative. 

• Failing to bargain about the effects of a decision to close one of employer's plants. 

SOURCE: National Labor Relations Board, A Guide to Basic Law and Procedures under the National Labor Relations Act 
(Washington, DC: U.S. Government Printing Office, 1991). See also www.nlrb.gov. 


TABLE 14.5 

Examples of Union Unfair Labor Practices 

• Mass picketing in such numbers that nonstriking employees are physically barred from entering the plant. 

• Acts of force or violence on the picket line or in connection with a strike. 

• Threats to employees of bodily injury or that they will lose their jobs unless they support the union's 
activities. 

• Fining or expelling members for crossing a picket line that is unlawful. 

• Fining or expelling members for filing unfair labor practice charges or testifying before the NLRB. 

• Insisting during contract negotiations that the employer agree to accept working conditions that will be 
determined by a group to which it does not belong. 

• Fining or expelling union members for the way they apply the bargaining contract while carrying out their 
supervisory responsibilities. 

• Causing an employer to discharge employees because they spoke out against a contract proposed by the 
union. 

• Making a contract that requires an employer to hire only members of the union or employees 
"satisfactory" to the union. 

• Insisting on the inclusion of illegal provisions in a contract. 

• Terminating an existing contract and striking for a new one without notifying the employer, the Federal 
Mediation and Conciliation Service, and the state mediation service (where one exists). 

• Attempting to compel a beer distributor to recognize a union (the union prevents the distributor from 
obtaining beer at a brewery by inducing the brewery's employees to refuse to fill the distributor's orders). 

• Picketing an employer to force it to stop doing business with another employer who has refused to 
recognize the union (a "secondary boycott"). 


SOURCE: National Labor Relations Board, A Guide to Basic Law and Procedures under the National Labor Relations Act 
(Washington, DC: U.S. Government Printing Office, 1991). See also www.nlrb.gov. 
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and prevent unfair labor practices. In both realms, it does not initiate action. Rather, 
it responds to requests for action. The NLRB's role in representation elections is dis¬ 
cussed in the next section. Here we discuss unfair labor practices. 

Unfair labor practice cases begin with the filing of a charge, which is investigated 
by a regional office. A charge must be filed within six months of the alleged unfair 
practice, and copies must be served on all parties. (Registered mail is recommended.) 
If the NLRB finds the charge to have merit and issues a complaint, there are two pos¬ 
sible actions. It may defer to a grievance procedure agreed on by the employer and 
union. Otherwise, a hearing is held before an administrative law judge. The judge 
makes a recommendation, which can be appealed by either party. The NLRB has the 
authority to issue cease-and-desist orders to halt unfair labor practices. It can also 
order reinstatement of employees, with or without back pay. Note, however, that the 
NLRA is not a criminal statute, and punitive damages are not available. If an em¬ 
ployer or union refuses to comply with an NLRB order, the board has the authority 
to petition the U.S. Court of Appeals. The court can choose to enforce the order, re¬ 
mand it to the NLRB for modification, change it, or set it aside altogether . 


••• Union and Management 
Interactions: Organizing 

To this point we have discussed macro trends in union membership. Here we shift our 
focus to the more micro questions of why individual employees join unions and how 
the organizing process works at the workplace level. 


Why Do Employees Join Unions? 

Virtually every model of the decision to join a union focuses on two questions. 32 First, 
is there a gap between the pay, benefits, and other conditions of employment that em¬ 
ployees actually receive versus what they believe they should receive? Second, if such 
a gap exists and is sufficiently large to motivate employees to try to remedy the situa¬ 
tion, is union membership seen as the most effective or instrumental means of 
change? The outcome of an election campaign hinges on how the majority of em¬ 
ployees answer these two questions. 


The Process and Legal Framework of Organizing 

The NLRB is responsible for ensuring that the organizing process follows certain 
steps. At the most general level, the NLRB holds a union representation election if 
at least 30 percent of employees in the bargaining unit sign authorization cards (see 
Figure 14.5). If over 50 percent of the employees sign authorization cards, the union 
may request that the employer voluntarily recognize it. If 50 percent or fewer of 
the employees sign, or if the employer refuses to recognize the union voluntarily, the 
NLRB conducts a secret-ballot election. The union is certified by the NLRB as 
the exclusive representative of employees if over 50 percent of employees vote for the 
union. If more than one union appears on the ballot and neither gains a simple ma¬ 
jority, a runoff election is held. Once a union has been certified as the exclusive rep¬ 
resentative of a group of employees, no additional elections are permitted for one 
year. After the negotiation of a contract, an election cannot be held for the contract's 
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YES, I WANT THE 1AM 


I, the undersigned employee of 
(Company) 

authorize the International Association of Machinists and Aerospace 
Workers (1AM) to act as my collective bargaining agent for wages, hours 
and working conditions. I agree that this card may be used either to 


support a demand for recognition 
the union. 

Name (print) 

or an NLRB election, at the discretion of 

Date 

Home Address 

Phone 

Citv 

State Zip 

Job Title 

Dept. Shift _ 

Sign Here w 


A 


Note: This authorization to be SIGNED and DATED in Employee's own handwriting. 
YOUR RIGHT TO SIGN THIS CARD IS PROTECTED BY FEDERAL LAW. 

RECEIVED BY (Initial)_ 


SOURCE: From J.A. Fossum, Labor Relations: Development, Structure and 
Process, 2002. Copyright© 2002 The McGraw-Hill Companies, Inc. Reprinted 
with permission. 

duration or for three years, whichever comes first. The parties to the contract may 
agree not to hold an election for longer than three years, but an outside party cannot 
be barred for more than three years. 

As mentioned previously, union members’ right to be represented by leaders of 
their own choosing was expanded under the Taft-Hartley Act to include the right to 
vote an existing union out-that is, to decertify it. The process follows the same steps 
as a representation election. A decertification election is not permitted when a con¬ 
tract is in effect. Research indicates that when decertification elections are held, 
unions typically do not fare well, losing about 70 percent of the time during the mid 
1990s. Moreover, the number of such elections has increased from roughly 5 percent 
of all elections in the 1950s and 1960s to about 14 percent in the mid-1990s.33 

The NLRB also is responsible for determining the appropriate bargaining unit and 
the employees who are eligible to participate in organizing activities. A unit may 
cover employees in one facility or multiple facilities within a single employer, or the 
unit may cover multiple employers. In general, employees on the payroll just prior to 
the ordering of an election are eligible to vote, although this rule is modified in some 
cases where, for example, employment in the industry is irregular. Most employees 
who are on strike and who have been replaced by other employees are eligible to vote 
in an election (such as a decertification election) that occurs within 12 months of the 
onset of the strike. 

As shown in Table 14.3, the following types of employees cannot be included in 
bargaining units: agricultural laborers, independent contractors, supervisors, and 
managers. Beyond this, the NLRB attempts to group together employees who have a 
community of interest in their wages, hours, and working conditions. In many cases 
this grouping will be sharply contested, with management and the union jockeying to 
include or exclude certain employee subgroups in the hope of influencing the out¬ 
come of the election. 


FIGURE 14.5 

Authorization Card 
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Organizing Campaigns: Management and Union Strategies and Tactics 

Tables 14.6 and 14.7 list common issues that arise during most campaigns. Unions at¬ 
tempt to persuade employees that their wages, benefits, treatment by employers, and 
opportunity to influence workplace decisions are not sufficient and that the union 
will be effective in obtaining improvements. Management emphasizes that it has pro¬ 
vided a good package of wages, benefits, and so on. It also argues that, whereas a union 
is unlikely to provide improvements in such areas, it will likely lead to certain costs 
for employees, such as union dues and the income loss resulting from strikes. 

As Table 14.8 indicates, employers use a variety of methods to oppose unions in 
organizing campaigns, some of which may go beyond what the law permits, especially 
in the eyes of union organizers. This perception is supported by our earlier discussion, 
which noted a significant increase in employer unfair labor practices since the late 
1960s. (See Figure 14.4.) 

Why would employers increasingly break the law? Fossum suggests that the conse¬ 
quences (like back pay and reinstatement of workers) of doing so are "slight."34 His re¬ 
view of various studies suggests that discrimination against employees involved in union 
organizing decreases union organizing success significantly and that the cost of back pay 
to union activists reinstated in their jobs is far smaller than the costs that would be in¬ 
curred if the union managed to organize and gain better wages, benefits, and so forth. 

Still, the NLRB attempts to maintain a noncoercive atmosphere under which em¬ 
ployees feel they can exercise free choice. It will set aside an election if it believes that 
either the union or the employer has created "an atmosphere of confusion or fear of 


TABLE 14.6 

Prevalence of 
Certain Union Issues 
in Campaigns 


UNION ISSUES 


PERCENTAGE 
OF CAMPAIGNS 


Union wifi prevent unfairness and will set up a grievance ... 

procedure and seniority system. 82% 

Union will improve unsatisfactory wages. 79 

Union strength will give employees voice in wades, working 

conditions. 79 

Union, not outsider, bargains for what employees want. 73 

Union has obtained gains elsewhere. 7Q.^Lfi lfP 


Union will improve unsatisfactory sick leave and insurance. 
Dues and initiation fees are reasonable. 

Union will improve unsatisfactory vacations and holidays. 

Union will improve unsatisfactory pensions. 

Employer promises and good treatment may not be continued 
without union. 

Employees choose union leaders. 

Employer will seek to persuade or frighten employees to vote 
against union. 

strike without vote. 

Union will improve unsatisfactory working conditions. 

legal right to engage in union y 


64 


SOURCE: From J.A. Fossum, Labor Relations: Development, Structure and Process, 1992. Copyright 
© 1992 The McGraw-Hill Companies, Inc. Reprinted with permission. 
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PERCENTAGE OF 

MANAGEMENT ISSUES 

CAMPAIGNS 


85% 

82 

79 

79 

76 

70 

67 

67 

67 

64 

60 

54 


SOURCE: From J.A. Fossum, Labor Relations: Development, Structure and Process, 1992. Copyright 
© 1992 The McGraw-Hill Companies, Inc. Reprinted with permission. 


Surwypf employers 


Consultants used 

Unfair tabor practice charges filed against employer 

41% 

24 

Survey of union organizers 


Consultants and/or lawyers used 

70 

Unfair labor practices by employer 


Charges filed 

36 

Discharges or discriminatory layoffs 

42 a 

Company leaflets 

80 

Company letters 

91 

Captive audience speech 

91b 

Supervisor meetings with small groups of employees 

92 

Supervisor intensity in opposing union 


Low 

14 

Moderate 

34 

High 

51 


Improvements not dependent on unionization. 

Wages good, equal to, or better than under union contract. 

Financial costs of union dues outweigh gains. 

Union is outsider. 

■ Qet facts before deciding; employer will provide facts and 
accept employee decision. 

If union wins, strike may follow. 

Loss of benefits may follow union win. 

Strikers will lose wages; lose more than gain. 

Unions hot concerned with employee welfare. muomm. 
Strike may lead to loss of jobs. 

Employees should be certain to vote. 


5 ®, 


TABLE 14.7 

Prevalence of 
Certain 

Management Issues 
in Campaigns 


TABLE 14.8 

Percentage of Firms 
Using Various 
Methods to Oppose 
Union Organizing 
Campaigns 


aThis percentage is larger than the figure for charges filed because it includes cases in which no 
unfair labor practice charge was actually filed against the employer. 

b Refers to management's requiring employees to attend a session on company time at which the 
disadvantages of union membership are emphasized. 

SOURCE: R.B. Freeman and M.M. Kleiner, "Employer Behavior in the Face of Union Organizing 
Drives," Industrial and Labor Relations Review 43, no. 4 (April 1990), pp. 351-65. © Cornell 
University. 
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reprisals."35 Examples of conduct that may lead to an election result being set aside 
include 


Associate union 
membership 

A form of union 
membership by 
which the union 
receives dues in 
exchange for 
services (e.g., health 
insurance, credit 
cards) but does not 
provide 

representation in 

collective 

bargaining. 


• Threats of loss of jobs or benefits by an employer or union to influence votes or or¬ 
ganizing activities. 

• A grant of benefits or a promise of benefits as a means of influencing votes or or¬ 
ganizing activities. 

• An employer or union making campaign speeches to assembled groups of employ¬ 
ees on company time less than 24 hours before an election. 

• The actual use or threat of physical force or violence to influence votes or organ¬ 
izing activities.36 

Supervisors have the most direct contact with employees. Thus, as Table 14.9 in¬ 
dicates, it is critical that they be proactive in establishing good relationships with em¬ 
ployees if the company wishes to avoid union organizing attempts. It is also important 
for supervisors to know what not to do should a drive take place. 

In response to organizing difficulties, the union movement has tried alternative ap¬ 
proaches. Associate union membership is not linked to an employee's workplace and 
does not provide representation in collective bargaining. Instead the union provides 
other services, such as discounts on health and life insurance or credit cards.3 7 In re- 


TABLE 14.9 

What Supervisors 
Should and Should 
Not Do to Stay 
Union-Free 



Deal with employees by carefully stating the company's response to pro-union 
arguments. These responses should be coordinated by the company to maintain 
consistency and to avoid threats or promises. 


ting employees about pro-union or anti-union sentiments that they or 
ly have or reviewing union authorization cards or pro-union petitions. 


imployees known to be, or suspected of being, engaged in pro-union 


m 


WHAT TO DO 


WHAT TO AVOID 


SOURCE: HR Magazine by J.A. Segal. Copyright © 1998 by Society for Human Resource 
Management. Reproduced with permission of Society for Human Resource Management via 
Copyright Clearance Center. 
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turn, the union receives membership dues and a broader base of support for its activ¬ 
ities. Associate membership may be attractive to employees who wish to join a union 
but cannot because their workplace is not organized by a union. 

Corporate campaigns seek to bring public, financial, or political pressure on em¬ 
ployers during the organizing (and negotiating) process. 38 For example, the Building 
and Construction Trades Department of the AFL-CIO successfully lobbied Congress 
to eliminate $100 million in tax breaks for a Toyota truck plant in Kentucky until 
Toyota agreed to use union construction workers and pay union wages. 39 The Amal¬ 
gamated Clothing and Textile Workers Union (ACTWU) corporate campaign 
against J.P. Stevens during the late 1970s was one of the first and best known. The 
ACTWU organized a boycott of J.P. Stevens products and threatened to withdraw its 
pension funds from financial institutions where J.P. Stevens officers acted as directors. 
J.P. Stevens subsequently agreed to a contract with the ACTWU. 40 

Unions also hope to use their financial assets to influence companies. As of 1997, 
union retirement funds held $1.4 trillion incorporate stock, about 14 percent of all out¬ 
standing shares. Although unions share control of these assets with company-appointed 
trustees, the AFL-CIO hopes to leverage these assets to influence company policies. 41 


Corporate 

campaigns 

Union activities 
designed to exert 
public, financial, or 
political pressure on 
employers during 
the union-organizing 
process. 


••• Union and Management Interactions: 
Contract Negotiation 

The majority of contract negotiations take place between unions and employers that 
have been through the process before. In most cases, management has come to accept 
the union as an organization that it must work with. But when the union has just been 
certified and is negotiating its first contract, the situation can be very different. In fact, 
unions are unable to negotiate a first contract in 27 to 37 percent of the cases. 42 

Labor-management contracts differ in their bargaining structures-that is, the 
range of employees and employers that are covered. As Table 14.10 indicates, the 



or multiskill union (I 


Automobiles 
Steel (post-1986) 
Farm equipment 
State government 
Textile 


Industrial 

Coal mining 
(underground) 

Basic steel (pre-1986) 
Hotel association 


Industrial union in small 
manufacturing plant 


SOURCE: H.C. Katz and T.A. Kochan, An Introduction to Collective Bargaining and Industrial 
Relations (New York: McGraw-Hill, 1992). © 1992 The McGraw-Hill Companies, Inc. Used with 
permission. 


MULTIEMPLOYER 

SINGLE EMPLOYER 

SINGLE EMPLOYER 
—SINGLE PLANT 

(CENTRALIZED) 

—MULTIPLANT 

(DECENTRALIZED) 


TABLE 14.10 

Types and Examples 
of Bargaining 
Structures 





A Factory’s flrash Course 
in Economics Fays Off 



As the economy slows and lay¬ 
offs increase, some companies 
are giving employees crash 
courses in economics and per¬ 
sonal finance so they will under¬ 
stand the tough decisions 
managers have to make in hard 
times-and learn howto plan 
for hard times themselves. 
And.asarecentvisitto the 
OutC)kumpuAmerican. BrassJac- 
tory>in this, strugglin'-.Inplustri-I 
to'l\l.nof~uff~lo'NewYo.rk, sug¬ 
gests' treating .blue-9011-1'.~grk- 
ersHkethinkir')ghumar'\ —ein~s 
rather than>cogsinamachine 
can bolsterworkplacernOrale 
and even boost corporate prof¬ 
its. The plant, a renovated cop¬ 
per and brass factory built atthe 
turn of the 20th century, was al¬ 
most shut down in 1984 by the 
Atlantic Richfield Company be¬ 
cause offlagging sales and la- 
borunrest. But local investors 


bought the plant, which makes 
everything from brass buttons to 
shell casings for the Israeli Army 
to electrical connectors for cell 
phones, and quickly turned it 
around. In 1990 they sold it to 
Outokumpu Oyj, a Finnish min¬ 
ing and metals conglomerate, 
for a healthy profit. 

Outokumpu officials said 
they reasoned that purchasing 
theplant,.one of the largest 
copper and brassr()lling mills in 
thEIUnitedSt-tes/would lift 
thhir <:()m~anY'~global -pres- 
enCEI.But officials knew they 
would have to raise workers' 
productivity over the long haul 
to make the investment payoff. 
Officials thought one way to do 
that would be to teach them 
the economic and financial ba¬ 
sics of the company's markets 
and solicit their ideas on how to 
run the plant-a process started 


by the local investors. So in 
1991 Outokumpu hired Cornell 
University's School of Industrial 
and Labor Relations in Buffalo 
to give employees what 
amounted to a crash course in 
the basics of the brass industry. 
At first employees were not ina 
cooperative mood, recalls Lou. 
Jean Fleron, the school's direc¬ 
tor. When she went to the plant 
to talk about the global econ¬ 
omy and its supposed benefits, 
Fleron says, she was astounded 
at their hostility toward their 
new employer. "They saw it as 
us against them, a takeover by 
this evil foreign company," shEI 
said. But the Cornell instructors 
persisted. In a session on 
global economic changes, 

Fleron explained that invest¬ 
ments by foreign companies in 
American plants were increas¬ 
ing. She distributed an articiEI 


Distributive 
bargaining 
The part of the 
labor-management 
negotiation process 
that focuses on 
dividing a fixed 
economic "pie." 


contracts differ, first, according to whether narrow (craft) or broad (industrial) em¬ 
ployee interests are covered. Second, they differ according to whether they cover 
multiple employers or multiple plants within a single employer. (A single employer 
may have multiple plants, some union and some nonunion.) Different structures have 
different implications for bargaining power and the number of interests that must be 
incorporated in reaching an agreement. 


The Negotiation Process 

Richard Walton and Robert McKersie suggested that labor-management negotia¬ 
tions could be broken into four subprocesses: distributive bargaining, integrative bar¬ 
gaining, attitudinal structuring, and intraorganizational bargaining . 43 Distributive 
bargaining focuses on dividing a fixed economic "pie" between the two sides. A wage 
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by Robert B. Reich, the former 
labor secretary, outlining the 
benefits, including examples of 
how overseascapitalhads~ved 
American jobs. And in round- 
the.-clockwprkshops scheduled 
throughout the next year so 
that employees from all three 
shifts, could attend, the instruc¬ 
tors taught everything from the 
impact of technology on the 
workplace.andthe dynamics of 
international competition to the 
intricacies of corporate income 
statements and the factors that 
influence the pricing of com¬ 
modities .... 

The workshops are noW held 
every three years. Before tong, 
employees n()w say, they began 
to see the connection between 
the classrooINdiscussions and 
their working conditions. For 
example, they say, after 
learning about manufacturing 
costs in developing countries 
andi n~e:-vlx. in9ustri alized 
countrirsH.~e~outhi~9rea,. they 
had.i-~.rnpr~i~pf :>hjstis~ted 
underst~ndj2gpfh<?:-vtheirowp 

wages-weres—'—{~i(lr~spns 

were even mpre>-i7t—nth,at. 

IlWhen I firstgothere;~<?~y 
knew where themetaM Vent-' 
after it left the plant,sa.id 


VerdeliHannah, a crew leader 

in the cast shop. IlSome people 

didn't even know what people 

11 

in the nextdepartment did. A 
furnace maker i.nfavor of 
protectionist trade policies 
ended up leaving Outokumpu; 
now he handles business 
development worldwide for a 
high-technology textile maker. 

Today management holds 
quarterly meetings for all 850 
employees to discuss plant op¬ 
erations, market conditions, 
and investments innewequip- 
ment. And, saiq VVc.menE. 
Bartel, presidentof<:)~tpkLJmpu 
American Brassy "th~.ques~ 
tions-about pricing, 

competition, and customers •. 

seem to get better every year," 

In addition, Outokumpu in¬ 
vites customers to tour the 
production lines and talk to 
workers about the factory's 
products. And it has begun so¬ 
liciting employees' views on 
ways to increase, productivity. 
Last year, fore)(amJDIelmanage- 
ment. asked Brian .M.artinic~,~ 

43-yea r-pld •ma~hinist , ifor(d~ 
vice.onreplacing a 

metal~tumin~.lath~{~re9(jore- 
pair equipment. -SPtvI-rtinick 
got together withseyeral other 


machine operators to do some 
research and observe the per- 
forma nee of computer-driven 
lathes at other plants .... 

From the outside, 

Outokumpu American Brassre- 
mains an uninspiring sight. A 
collection of red brick buildings 
and an eight-story furnace, it is 
surrounded by run-down shops 
and empty parking lots in this 
city's dilapidated Riverside sec¬ 
tion. But that belies what is 
happening inside. The factory 
earned a national AFL-C10 
awardJorits '.abor-rnanagement 
C9pPer~tk>n fo~rxear~ ago.iThe 
80rnrner—D~p~rtl'Y1ent(us~§ it 
as—s~<stuqyf9r-eff~cti\leem- 
ployee involvement. The Buffalo 
plant has had visits from Irish 
zinc miners, officials from 
Poland, and steel company ex¬ 
ecutives from Pittsburgh, who 
all want to know how workers 
and-heir bossesmanageto get 
al02g. Ill put a presentation 
together because alLth~se corn. 
e~nies were benchmarking us,1' 
says Martinick. IIThey came 
from Australia to see whatwe 
did. 11 

SOURCE: W. Royal, "A Factpry'sCrash 
Course in Economics Pays Off," The New 
York Times (April 25, 2001 ),p. 9. 


increase, for example, means that the union gets a larger share of the pie, manage¬ 
ment a smaller share. It is a win-lose situation. Integrative bargaining has a win-win 
focus; it seeks solutions beneficial to both sides. So if management needs to reduce 
labor costs, it could reach an agreement with the union to avoid layoffs in return for 
the union agreeing to changes in work rules that might enhance productivity. 

Attitudinal structuring refers to the relationship and trust between labor and 
management negotiators. Where the relationship is poor, it may be difficult for the 
two sides to engage in integrative bargaining because there is little trust that the other 
side will carry out its part of the deal. For example, the union may be reluctant to 
agree to productivity-enhancing work-rule changes to enhance job security if, in the 
past, it has made similar concessions but believes that management did not stick to 
its assurance of greater job security. Thus the long-term relationship between the two 
parties can have a very important impact on negotiations and their outcomes. 


Integrative bargaining 

The part of the 
labor-management 
negotiation process 
that seeks solutions 
beneficial to both sides. 

Attitudinal structuring 

The aspect of the 
labor-management 
negotiation process 
that refers to the 
relationship and level 
of trust between the 
negotiators. 
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Intraorganizational 

bargaining 

The part of the 
labor-management 
negotiation process 
that focuses on the 
conflicting 
objectives of 
factions within labor 
and management. 


Intraorganizational bargaining reminds us that labor-management negotiations 
involve more than just two parties. Within management, and to an even greater 
extent within the union, different factions can have conflicting objectives. High- 
seniority workers, who are least likely to be laid off, may be more willing to accept a 
contract that has layoffs (especially if there is also a significant pay increase for those 
whose jobs are not at risk). Less senior workers would likely feel very differently. Thus 
negotiators and union leaders must simultaneously satisfy both the management side 
and their own internal constituencies. If they do not, they risk the union member¬ 
ship's rejecting the contract, or they risk being voted out of office in the next elec¬ 
tion. Management, too, is unlikely to be of one mind about how to approach negoti¬ 
ations. Some will focus more on long-term employee relations, others will focus on 
cost control, and still others will focus on what effect the contract will have on stock¬ 
holders. 


Management's Preparation for Negotiations 

Clearly, the outcome of contract negotiations can have important consequences for 
labor costs and labor productivity and. therefore, for the company's ability to compete 
in the product market. Adapting Fossum's discussion, we can divide management 
preparation into the following seven areas, most of which have counterparts on the 
union side. 44 

1. Establishing interdepartmental contract objectives: The employer's industrial rela¬ 
tions department needs to meet with the accounting, finance, production, mar¬ 
keting, and other departments and set contract goals that will permit each de¬ 
partment to meet its responsibilities. As an example, finance may suggest a cost 
figure above which a contract settlement would seriously damage the company's 
financial health. The bargaining team needs to be constructed to take these var¬ 
ious interests into account. 

2. Reviewing the old contract: This step focuses on identifying provisions of the con¬ 
tract that might cause difficulties by hindering the company's productivity or flex¬ 
ibility or by leading to significant disagreements between management and the 
union. 

3. Preparing and analyzing data; Information on labor costs and the productivity of 
competitors, as well as data the union may emphasize, needs to be prepared and 
analyzed. The union data might include cost-of-living changes and agreements 
reached by other unions that could serve as a target. Data on employee demo¬ 
graphics and seniority are relevant for establishing the costs of such benefits as 
pensions, health insurance, and paid vacations. Finally, management needs to 
know how much it would be hurt by a strike. How long will its inventory allow 
it to keep meeting customer orders? To what extent are other companies posi¬ 
tioned to step in and offer replacement products? How difficult would it be to find 
replacement workers if the company decided to continue operations during a 
strike? 

4. Anticipating union demands: Recalling grievances over the previous contract, hav¬ 
ing ongoing discussions with union leaders, and becoming aware of settlements 
at other companies are ways of anticipating likeiy union demands and develop¬ 
ing potential counterproposals. 

5. Establishing the cost of possible contract provisions: Wages have not only a direct in¬ 
fluence on labor costs but often an indirect effect on benefit costs (such as Social 
Security and paid vacation). Recall that benefits add 35 to 40 cents to every dol- 
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lar's worth of wages. Also, wage or benefit increases that seem manageable in the 
first year of a contract can accumulate to less manageable levels over time. 

6. Preparing for a strike: If management intends to operate during a strike, it may 
need to line up replacement workers, increase its security, and figure out how to 
deal with incidents on the picket line and elsewhere. If management does not in¬ 
tend to operate during a strike (or if the company will not be operating at nor¬ 
mal levels), it needs to alert suppliers and customers and consider possible ways 
to avoid the loss of their business. This could even entail purchasing a competi¬ 
tor's product in order to have something to sell to customers. 

7. Determining strategy and logistics: Decisions must be made about the amount of au¬ 
thority the negotiating team will have. What concessions can it make on its own, 
and which ones require it to check with top management? On which issues can 
it compromise, and on which can it not? Decisions regarding meeting places and 
times must also be made. 


Negotiation Stages and Tactics 

Negotiations go through various stages. 45 In the early stages, many more people are 
often present than in later stages. On the union side, this may give all the various in¬ 
ternal interest groups a chance to participate and voice their goals. This, in turn, 
helps send a message to management about what the union feels it must do to satisfy 
its members, and it may also help the union achieve greater solidarity. Union nego¬ 
tiators often present an extensive list of proposals at this stage, partly to satisfy their 
constituents and partly to provide themselves with issues on which they can show 
flexibility later in the process. Management mayor may not present proposals of its 
own; sometimes it prefers to react to the union's proposals. 

During the middle stages, each side must make a series of decisions, even though 
the outcome is uncertain. How important is each issue to the other side? How likely 
is it that disagreement on particular issues will result in a strike? When and to what 
extent should one side signal its willingness to compromise on its position? 

In the final stage, pressure for an agreement increases as the deadline for a strike 
approaches. Public negotiations may be only part of the process. Negotiators from 
each side may have one-on-one meetings or small-group meetings where public- 
relations pressures are reduced. In addition, a neutral third party may become in¬ 
volved, someone who can act as a go-between or facilitator. In some cases, the only 
way for the parties to convince each other of their resolve (or to convince their own 
constituents of the other party's resolve) is to allow an impasse to occur. 

Various books suggest how to avoid impasses by using mutual gains or integrative 
bargaining tactics. For example. Getting to Yes (New York: Penguin Books, 1991), by 
Roger Fisher and William Ury, describes four basic principles: 

1. Separate the people from the problem. 

2. Focus on interests, not positions. 

3. Generate a variety of possibilities before deciding what to do. 

4. Insist that the results be based on some objective standard. 


Bargaining Power, Impasses, and Impasse Resolution 

Employers' and unions' conflicting goals are resolved through the negotiation process 
just described. An important determinant of the outcome of this process is the rela¬ 
tive bargaining power of each party, which can be defined as the "ability of one party 
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to achieve its goals when faced with opposition from some other party to the bar¬ 
gaining process. "46 In collective bargaining, an important element of power is the rel¬ 
ative ability of each party to withstand a strike. Although strikes are rare, the threat 
of a strike often looms large in labor-management negotiations. The relative ability 
to take a strike, whether one occurs or not, is an important determinant of bargain¬ 
ing power and. therefore, of bargaining outcomes. 


Management's Willingness to Take a Strike 

Management's willingness to take a strike comes down to two questions: 

1 .Can the company remain profitable over the long run if it agrees to the union's demands? 
The answer is more likely to be yes to the extent that higher labor costs can be 
passed on to consumers without losing business. This, in turn, is most likely when 
(1) the price increase is small because labor costs are a small fraction of total costs 
or (2) there is little price competition in the industry. Low price competition can 
result from regulated prices, from competition based on quality (rather than 
price), or from the union's organizing all or most of the employers in the indus¬ 
try, which eliminates labor costs as a price factor. 

Unions share part of management's concern with long-term competitiveness 
because a decline in competitiveness can translate into a decline in employment 
levels. On the other hand, the majority of union members may prefer to have 
higher wages, despite employment declines, particularly if a minority of the mem¬ 
bers (those with low seniority) suffer more employment loss and the majority 
keep their employment with higher wages. 

2. Can the company continue to operate in the short run desPite a strike? Although 
"hanging tough" on its bargaining goals may payoff for management in the long 
run, the short-run concern is the loss of revenues and profits from production 
being disrupted. The cost to strikers is a loss of wages and possibly a permanent 
loss of jobs. 

Under what conditions is management most able to take a strike? The following 
factors are important:^ 

1. Product demand: Management is less able to afford a strike when the demand for 
its product is strong because that is when more revenue and profits are lost. 

2. Product perishability: A strike by certain kinds of employees (farm workers at har¬ 
vest time, truckers transporting perishable food, airline employees at peak travel 
periods) will result in permanent losses of revenue, thus increasing the cost of the 
strike to management. 

3. Technology: An organization that is capital intensive (versus labor intensive) is 
less dependent on its employees and more likely to be able to use supervisors or 
others as replacements. Telephone companies are typically able to operate 
through strikes, even though installing new equipment or services and repair 
work may take significantly longer than usual. 

4. Availability of replacement workers: When jobs are scarce, replacement workers are 
more available and perhaps more willing to cross ricket lines. Using replacement 
workers to operate during a strike raises the stakes considerably for strikers who 
may be permanently replaced. Most strikers are not entitled to reinstatement 
until there are job openings for which they qualify. If replacements were hired, 
such openings may not occur for some time (if at all). 
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5. Multiple production sites and staggered contracts: Multiple sites and staggered con¬ 
tracts permit employers to shift production front the struck facility to facilities 
that, even if unionized, have contracts that expire at different times (so they are 
not able to strike at the same time). 

6. Integrated facilities: When one facility produces something that other facilities 
need for their products, the employer is less able to take a strike because the dis¬ 
ruption to production goes beyond that single facility. The just-in-time produc¬ 
tion system, which provides very little stockpiling of parts, further weakens man¬ 
agement's ability to take a strike. 

7. Lack of substitutes for the product: A strike is more costly to the employer if cus¬ 
tomers have a readily available alternative source front which to purchase the 
goods or services the company provides. 

Bargaining outcomes also depend on the nature of the bargaining process and re¬ 
lationship, which includes the types of tactics used and the history of labor relations. 
The vast majority of labor-management negotiations do not result in a strike because 
a strike is typically not in the best interests of either party. Furthermore, both the 
union and management usually realize that if they wish to interact effectively in the 
future, the experience of a strike can be difficult to overcome. When strikes do occur, 
the conduct of each party during the strike can also have a lasting effect on 
labor-management relations. Violence by either side or threats of job loss by hiring 
replacements can make future relations difficult. 


Impasse Resolution Procedures: Alternatives to Strikes 

Given the substantial costs of strikes to both parties, procedures that resolve conflicts 
without strikes have arisen in both the private and public sectors. Because many pub- 
lie sector employees do not have the right to strike, alternatives are particularly im¬ 
portant in that arena. 

Three often-used impasse resolution procedures are mediation, fact finding, and ar¬ 
bitration. All of them rely on the intervention of a neutral third party, most typically 
provided by the Federal Mediation and Conciliation Service (FMCS), which must be 
notified 30 days prior to a planned change in contract terms (including a strike). Me¬ 
diation is the least formal but most widely used of the procedures (in both the public 
and private sectors). One survey found it was used by nearly 40 percent of all large 
private sector bargaining units. 48 A mediator has no formal authority but, rather, acts 
as a facilitator and go-betw~en in negotiations. 

A fact finder, most commonly used in the public sector, typically reports on the 
reasons for the dispute, the views and arguments of both sides, and (in some cases) a 
recommended settlement, which the parties are free to decline. That these recom¬ 
mend at ions are made public may give rise to public pressure for a settlement. Even if 
a fact finder's settlement is not accepted, the hope is that he or she will identify or 
frame issues in such a way as to facilitate an agreement. Sometimes, for the simple rea¬ 
son that fact finding takes time, the parties reach a settlement during the interim. 

The most formal type of outside intervention is arbitration, under which a solu¬ 
tion is actually chosen by an arbitrator (or arbitration board). In some instances the 
arbitrator can fashion a solution (conventional arbitration). In other cases' the arbi¬ 
trator must choose either the management's or union's final offer (final offer arbitra¬ 
tion) on either the contract as a whole or on an issue-by-issue basis. Traditionally, ar¬ 
bitrating the enforcement or interpretation of contract terms (rights arbitration) has 
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been widely accepted, whereas arbitrating the actual writing or setting of contract 
terms (interest arbitration, our focus here) has been reserved for special circum¬ 
stances. These include some public sector negotiations, where strikes may be espe¬ 
cially costly (such as those by police or firefighters) and a very few private sector sit¬ 
uations, where strikes have been especially debilitating to both sides (the steel 
industry in the 1970s).49 One reason for avoiding greater use of interest arbitration is 
a strong belief that the parties closest to the situation (unions and management, not 
an arbitrator) are in the best position to effectively resolve their conflicts. 


••• Union and Management Interactions: 
Contract Administration 

Grievance Procedure 


Duty of fair 
representation 

The National Labor 
Relations Act 
requirement that all 
bargaining unit 
members have 
equal access to and 
representation by 
the union. 


Although the negotiation process (and the occasional resulting strike) receive the 
most publicity, the negotiation process typically occurs only about every three years, 
whereas contract administration goes on day after day, year after year. The two 
processes-negotiation and administration-are linked, of course. Vague or incom¬ 
plete contract language developed in the negotiation process can make administration 
of the contract difficult. Such difficulties can, in turn, create conflict that can spill over 
into the next negotiation process. 50 Furthermore, events during the negotiation 
process-strikes, the use of replacement workers, or violence by either side-can lead 

to management and labor difficulties in working successfully under a contract. 

A key influence on successful contract administration is the grievance procedure 
for resolving labor-management disputes over the interpretation and execution of the 
contract. During World War II, the War Labor Board helped institutionalize the use 
of arbitration as an alternative to strikes to settle disputes that arose during the term 
of the contract. The soon-to-follow Taft-Hartley Act further reinforced this prefer¬ 
ence. Today the great majority of grievance procedures have binding arbitration as a 
final step, and only a minority of strikes occur during the term of a contract. (Most 
occur during the negotiation stage.) Strikes during the term of a contract can be es¬ 
pecially disruptive because they are more unpredictable than strikes during the nego¬ 
tiation phase, which occur only at regular intervals. 

Beyond its ability to reduce strikes, a grievance procedure can be judged using 
three 'criteria. 51 First, how well are day-to-day contract questions resolved? Time de¬ 
lays and heavy use of the procedure may indicate problems. Second, how well does 
the grievance procedure adapt to changing circumstances? For example, if the com¬ 
pany's business turns downward and the company needs to cut costs, how clear are the 
provisions relating to subcontracting of work, layoffs, and so forth? Third, in multiu¬ 
nit contracts, how well does the grievance procedure permit local contract issues (like 
work rules) to be included and resolved? 

From the employees' perspective, the grievance procedure is the key to fair treat¬ 
ment in the workplace, and its effectiveness rests both on the degree to which em¬ 
ployees feel they can use it without fear of recrimination and whether they believe 
their case will be carried forward strongly enough by their union representative. The 
duty of fair representation is mandated by the NLRA and requires that all bargain¬ 
ing unit members, whether union members or not, have equal access to and repre¬ 
sentation by the union in the grievance procedure. Too many grievances may indi¬ 
cate a problem, but so may too few. A very low grievance rate may suggest a fear of 
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a. Procedure may begin at step 2 or step 3. 

b. Time limits between steps may be shorter to expedite the process, 
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SOURCE: H.C. Katz and T.A. Kochan, Collective Bargaining and Industrial Relations, 1980. 
Copyright © 1980 The McGraw-Hill Companies, Inc. Reprinted with permission. 


filing a grievance, a belief that the system is not effective, or a belief that representa¬ 
tion is not adequate. 

As Table 14.11 suggests, most grievance procedures have several steps prior to ar¬ 
bitration. Moreover, the majority of grievances are settled during the earlier steps of 
the process, which is desirable both to reduce time delays and to avoid the costs of ar¬ 
bitration. If the grievance does reach arbitration, the arbitrator makes the final ruling 
in the matter. A series of Supreme Court decisions in 1960, commonly known as the 
Steelworkers' Trilogy, established that the courts should essentially refrain from re¬ 
viewing the merits of arbitrators' decisions and. instead, limit judicial review to the 
question of whether the issue was subject to arbitration under the contract. 52 Fur¬ 
thermore, unless the contract explicitly states that an issue is not subject to arbitra¬ 
tion, it will be assumed that arbitration is an appropriate means of deciding the issue. 
Giving further strength to the role of arbitration is the NLRB's general policy of de¬ 
ferring to arbitration. 

What types of issues most commonly reach arbitration? Data from the FMCS on a 
total of 3,460 grievances in 1997 show that discharge and disciplinary issue- topped 
the list with 1,941 cases. 53 Other frequent issues include the use of seniority in pro¬ 
motion, layoffs, transfers, work assignments, and scheduling (684 cases); distribution 
of overtime or use of compulsory overtime (105 cases); and subcontracting (79 cases). 
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What criteria do arbitrators use to reach a decision? In the most common case- 
discharge or discipline-the following due process questions are important;54 

1. Did the employee know what the rule or expectation was and what the consequences of 
not adhering to it were? 

2. Was the rule applied in a consistent and predictable way ? In other words, are all em¬ 
ployees treated the same? 

3. Are facts collected in a fair and systematic manner? An important element of this 
principle is detailed record keeping. Both employee actions (such as tardiness) 
and management's response (verbal or written warnings) should be carefully doc¬ 
umented. 

4. Does the employee have the right to question the facts and present a defense? An ex¬ 
ample in a union setting is a hearing with a shop steward present. 

5. Does the employee have the right to appeal a decision? An example is recourse to an 
impartial third party, such as an arbitrator. 

6. Is there progressive discipline? Except perhaps for severe cases, an arbitrator will typ¬ 
ically look for evidence that an employee was alerted as early as possible that be¬ 
havior was inappropriate and the employee was given a chance to change prior 
to some form of severe discipline, such as discharge. 

7. Are there unique mitigating circumstances? Although discipline must be consistent, 
individuals differ in terms of their prior service, performance, and discipline 
record. All of these factors may need to be considered. 


New Labor-Management Strategies 

Jack Barbash has described the nature of the traditional relationship between labor 
and management (during both the negotiation and administration phases) as follows: 

Bargaining is a love-hate, cooperation-conflict relationship. The parties have a common 
interest in maximizing the total revenue which finances their respective returns. But they 
take on adversarial postures in debating how the revenue shall be divided as between wages 
and profits. It is the adversarial posture which has historically set the tone of the relation¬ 
ship.55 

Although there have always been exceptions to the adversarial approach, there are 
signs of a more general transformation to less adversarial workplace relations (at least 
where, the union's role is accepted by management).56 This transformation has two 

basic objectives: (1) to increase the involvement of individuals and work groups in 
overc8ming adversarial relations and increasing employee commitment, motivation, 
and problem solving and (2) to reorganize work so that work rules are minimized and 
flexibility in managing people is maximized. These objectives are especially important 
for companies (like steel minimills) that need to be able to shift production quickly in 
response to changes in markets and customer demands. The specific programs aimed 
at achieving these objectives include employee involvement in decision making, self¬ 
managing employee teams, labor-management problem-solving teams, broadly de¬ 

fined jobs, and sharing of financial gains and business information with employees. 57 
Union resistance to such programs has often been substantial, precisely because 
the programs seek to change workplace relations and the role that unions play. With¬ 
out the union's support, these programs are less likely to survive and less likely to be 
effective if they do survive.58 Union leaders have often feared that such programs will 
weaken unions' role as an independent representative of employee interests. Indeed, 
according to the NLRA, to "dominate or interfere with the formation or administra- 
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tion of any labor organization or contribute financial or other support to it" is an un¬ 
fair labor practice. An example of a prohibited practice is "taking an active part in or¬ 
ganizing a union or committee to represent employees."59 

One case that has received much attention is that of Electromation, a small elec¬ 
trical parts manufacturer. In 1992 the NLRB ruled that the company had violated 
Section 8(a)(2) of the NLRA by setting up worker-management committees (typi¬ 
cally about six workers and one or two managers) to solve problems having to do with 
absenteeism and pay scales. 60 The original complaint was filed by the Teamsters 
union, which was trying to organize the (nonunion) company and felt that the com¬ 
mittees were, in effect, illegally competing with them to be workers' representatives. 
Similarly, Polaroid dissolved an employee committee that had been in existence for 
over 40 years in response to the U.S. Department of Labor's claim that it violated the 
NLRA. The primary functions of the employee committee had been to represent em¬ 
ployees in grievances and to advise senior management on issues such as pay and 
company rules and regulations. In a third case, the NLRB ruled in 1993 that seven 
worker-management safety committees at DuPont Co. were illegal under the NLRB 
because they were dominated by management. The committee members were chosen 
by management and their decisions were subject to the approval of the management 
members of the committees. Linally, the committees made decisions about issues that 
were mandatory subjects of bargaining with the employees' elected representative- 
the chemical workers' union. 61 The impact of such cases will be felt both in nonunion 
companies, as union organizers move to fill the worker representation vacuum, and in 
unionized companies, as managers find they must deal more directly and effectively 
with their unions. 

In 1994 the Commission on the Luture of Worker-Management Relations (also 
referred to as the Dunlop Commission, after its chair, former Secretary of Labor John 
Dunlop) recommended that Congress clarify Section 8(a)(2) and give employers 
more freedom to use employee involvement programs without risking legal chal¬ 
lenges. In 1996 the U.S. Congress passed the Teamwork for Employees and Managers 
Act, which supporters said would remove legal roadblocks to greater employee in¬ 
volvement. Critics claimed the act went too far and would bring back employer- 
dominated labor organizations, which existed prior to the passage of the NLRA in 
1935. The Clinton administration vetoed the bill, meaning that employers will con¬ 
tinue to face some uncertainty about legal issues. Table 14.12 provides some guidance 
on when the use of teams might be illegal. 



Primary factors to look for that could mean a team violates national labor law: 


Representation 


Subject matter 


1 o t n e seissue si nvol vematte rs sucl 


as wages, 

grievances, hours of work, and working conditions? 


involvement 


Employer domination 


id the company create the team of decide what it 


would do and how it would function? 


TABLE 14.12 

When Teams May 
Be Illegal 


SOURCE: Reprinted from January 25, 1993 issue of BusinessWeek by special permission. Copyright 
© 1993 by The McGraw-Hill Companies, Inc. 
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Employers must take care that employee involvement meets the legal test, but the 
NLRB has clearly supported the legality of involvement in important cases. For ex¬ 
ample, in a 2001 ruling, the NLRB found that the use of seven employee participation 
committees at a Crown Cork & Seal aluminum can manufacturing plant did not vio¬ 
late federal labor law. The committees in question make and implement decisions re¬ 
garding a wide range of issues, including production, quality, training, safety, and cer¬ 
tain types of worker discipline. The NLRB determined that these committees were not 
employer-dominated labor organizations, which would have violated federal labor law. 
Instead of "dealing with” management in a bilateral manner where proposals are made 
that are either rejected or accepted by management, the teams and committees exer¬ 
cise authority, delegated by management, to operate the plant within certain parame¬ 
ters. Indeed, the NLRB noted that rather than "dealing with management," the evi¬ 
dence indicated that within delegated areas of authority, the teams and committees 
"are management." This authority was found to be similar to that delegated to a first- 
line supervisor. Thus the charge that the teams and committees did not have final de¬ 
cision-making authority (and so were not acting in a management capacity) did not 
weigh heavily with the NLRB, which noted, "Few, if any, supervisors in a conventional 
plant have authority that is final and absolute.” Instead, it was noted that managers 
typically make recommendations that move up through "the chain of command. "62 
Although there are legal concerns to address, some evidence suggests that these 
new approaches to labor relations-incorporating greater employee participation in 
decisions, using employee teams, multiskilling, rotating jobs, and sharing financial 
gains-can contribute significantly to an organization's effectiveness.63 One study, for 
example, compared the features of traditional and transformational approaches to 
labor relations at Xerox.64 As Table 14.13 indicates, the transformational approach 


TABLE 14.13 
Patterns in 
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SOURCE: Adapted from J. Cutcher-Gershenfeld, "The Impact of Economic Performance of a 
Transformation in Workplace Relations," Industrial and Labor Relations Review 44 (1991), pp. 
241-60. Reprinted with permission. 
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was characterized by better conflict resolution, more shop-floor cooperation. and 
greater worker autonomy and feedback in decision making. Furthermore, compared 
with the traditional approach, transformational labor relations were found to be as¬ 
sociated with lower costs, better product quality, and higher productivity. The Com¬ 
mission on the Future of Worker-Management Relations concluded that the evi¬ 
dence is "overwhelming that employee participation and labor-management 
partnerships are good for workers, firms, and the national economy." National survey 
data also indicate that most employees want more influence in workplace decisions 
and believe that such influence leads to more effective organizations.6S 


••• Labor Relations Outcomes 

The effectiveness of labor relations can be evaluated from management, labor, and so¬ 
cietal perspectives. Management seeks to control costs and enhance productivity and 
quality. Labor unions seek to raise wages and benefits and exercise control over how 
employees spend their time at work (such as through work rules). Each of the three 
parties typically seeks to avoid forms of conflict (like strikes) that impose significant 
costs on everyone. In this section we examine several outcomes. 


Strikes 

Table 14.14 presents data on strikes in the United States that involved 1,000 or more 
employees. Because strikes are more likely in large units, the lack of data on smaller 
units is probably not a major concern, although such data would, of course, raise the 
figure on the estimated time lost to strikes. For example, for the 1960s, this estimate 
is .12 percent using data on strikes involving 1,000 or more employees versus .17 per¬ 
cent for all strikes. Although strikes impose significant costs on union members, em¬ 
ployers, and society, it is clear from Table 14.14 that strikes are the exception rather 
than the rule. Very little working time is lost to strikes in the United States, and their 
frequency in recent years is generally low by historical standards. Does this mean that 
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the industrial relations system is working well? Not necessarily. Some would view the 
low number of strikes as another sign of labor's weakness. 


Wages and Benefits 

In 2000, private-sector unionized workers received, on average, wages 19 percent 
higher than their nonunion counterparts.66 Total compensation was 36 percent 
higher for union-covered employees because of an even larger effect of unions on ben¬ 
efits. 67 However, these are raw differences. To assess the net effect of unions on wages 
more accurately, adjustments must be made. We now briefly highlight a few of these. 

The union wage effect is likely to be overestimated to the extent that unions can 
more easily organize workers who are already highly paid or who are more productive. 
The gap is likely to be underestimated to the extent that nonunion employers raise 
wages and benefits in response to the perceived "union threat" in the hope that their 
employees will then have less interest in union representation. When these and other 
factors are taken into account, the net union advantage in wages, though still sub¬ 
stantial, is reduced to about 10 percent. The union benefits advantage is also reduced, 
but it remains larger than the union wage effect, and the union effect on total com¬ 
pensation is therefore larger than the wage effect alone. 68 

Beyond differences in pay and benefits, unions typically influence the way pay and 
promotions are determined. Whereas management often seeks to deal with employ¬ 
ees as individuals, emphasizing performance differences in pay and promotion deci¬ 
sions, unions seek to build group solidarity and avoid the possibly arbitrary treatment 
of employees. To do so, unions focus on equal pay for equal work. Any differences 
among employees in payor promotions, they say, should be based on seniority (an ob¬ 
jective measure) rather than on performance (a subjective measure susceptible to fa¬ 
voritism). It is very common in union settings for there to be a single rate of pay for 
all employees in a particular job classification. 


Productivity 

There has been much debate regarding the effects of unions on productivity.69 Unions 
are believed to decrease productivity in at least three ways: (1) the union pay advan¬ 
tage causes employers to use less labor and more capital per worker than they would 
otherwise, which reduces efficiency across society; (2) union contract provisions may 
limit permissible workloads, restrict the tasks that particular workers are allowed to 
perform, and require employers to use more employees for certain jobs than they oth¬ 
erwise would; and (3) strikes, slowdowns, and working-to-rule (slowing down pro¬ 

duction by following every workplace rule to an extreme) result in lost production. 20 
On the other hand, unions can have positive effects on productivity.71 Employees, 
whether members of a union or not, communicate to management regarding how 
good a job it is doing by either the "exit" or "voice" mechanisms. "Exit" refers to sim¬ 
ply leaving the company to work for a better employer. "Voice" refers to communi¬ 
cating one's concerns to management without necessarily leaving the employer. 

Unions are believed to increase the operation and effectiveness of the voice mecha¬ 
nism. 72 This, in turn, is likely to reduce employee t~rnover and its associated costs. 
More broadly, voice can be seen as including the union's contribution to the success 
of labor-management cooperation programs that make use of employee suggestions 
and increased involvement in decisions. A second way that unions can increase pro¬ 
ductivity is (perhaps ironically) through their emphasis on the use of seniority in pay, 
promotion, and layoff decisions. Although management typically prefers to rely more 
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heavily on performance in such decisions, using seniority has a potentially important 
advantage-namely, it reduces competition among workers. As a result, workers may 
be less reluctant to share their knowledge with less senior workers because they do not 
have to worry about less senior workers taking their jobs. Finally, the introduction of 

a union may have a "shock effect" on management, pressuring it into tightening stan¬ 
dards and accountability and paying greater heed to employee input in the design and 
management of production. 73 

Although there is evidence that unions have both positive and negative effects on 
productivity, most studies have found that union workers are more productive than 

nonunion workers. Nevertheless, it is generally recognized that most of the findings 
on this issue are open to a number of alternative explanations, making any clear con¬ 
clusions difficult. For example, if unions raise productivity, why has union represen¬ 
tation of employees declined over time, even within industries?74 A related concern 
is that unionized establishments are more likely to survive where there is some in¬ 
herent productivity advantage unrelated to unionism that actually offsets a negative 
impact of unionism. If so, these establishments would be overrepresented, whereas es¬ 
tablishments that did not survive the negative impact of unions would be underrep¬ 

resented. Consequently, any negative impact of unions on productivity would be un¬ 
derestimated. 


PrOflts and Stock Performance 

Even if unions do raise productivity, a company's profits and stock performance may 
still suffer if unions raise costs (such as wages) or decrease investment by a greater 
amount. Evidence shows that unions have a large negative effect on profits and that 
union coverage tends to decline more quickly in firms experiencing lower shareholder 
returns, suggesting that some firms become more competitive partly by reducing union 
strength.75 Similarly, one study finds that each dollar of unexpected increase in collec¬ 
tively bargained labor costs results in a dollar reduction in shareholder wealth. Other 
research suggests that investment in research and development is lower in unionized 
firms. 76 Strikes, although infrequent, lower shareholder returns in both the struck com¬ 
panies and firms (like suppliers) linked to those companies.77 These research findings 
describe the average effects of unions. The consequences of more innovative union- 
management relationships for profits and stock performance are less clear. 

Finding and Keeping the Best Employees 

In 1973 Harley-Davidson, a privately held Milwaukee company that manufactures 
motorcycles, was in dire straits. The company struggled to survive and was sold to a 
group of company executives in the early 1980s. Its financial problems continued 
until 1985, when it found a venture capitalist to back it just one hour before the bank 
had threatened to take the company if it did not repay its loan. In 1986 the company 
went public. In the late 1980s it invested heavily in equipment, technology, and en¬ 
gineering. It then turned its attention to investing in people. 

According to Lou Kiefer, international high-performance work organization con¬ 
version coordinator for the International Association of Machinists and Aerospace 
Workers (1AM), Harley-Davidson focused on changing the culture from a "conglom¬ 
erate multinational mentality that focuses on the exploitation of technology and 
jobs" to one in which the company and union could work together. A cooperative 
agreement was created that specified employment security for workers and joint 
labor-management decision making in areas such as organization redesign, employee 
training and development, work team design, and continuous improvement. The 
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union is also a partner in areas such as capital investment and customer relations. For 
example, everyone would be involved in what were once deemed management pre- 
rogatives-responsive product development, staying close to the customer, and giv¬ 
ing customers what they need. Employees would go to motorcycle rallies and talk with 
customers to see what they needed and wanted. Marketing innovations would come 
about using input from production people. About 65 percent of company employees 
are riders, many of them women, reflecting the growing number of female riders gen¬ 
erally. Adaptations are being made in hand controls to make them more comfortable 
for these customers. 

Bill Gray, vice president of human resources at Harley-Davidson, emphasizes the 
importance of sharing technical and financial information with virtually all employ- 
ees-having no secrets. Harley's books are open to all company comers; the only stip¬ 
ulation is that they must agree in writing not to trade company stock so that no one 
can ever be accused of insider trading. 

It's important to determine costs jointly, and Gray says you need a "a flexible col¬ 
lective bargaining agreement that allows people to move fluidly through the business 
and understand many aspects of it." It's also important to have leadership that moti¬ 
vates employees. Anybody in the company who is committed to making a difference 
can assume these leadership roles. 

Kiefer also stresses the importance of looking jointly at costs and production: "We 
know that if we increase productivity and lower costs, we're not working ourselves out 
of a job, which is what happened in a lot of cases where top-down TQM was brought 
in and the work was reorganized and reengineered." This "leaned out" the business, 
he says, without "growing it." 

The labor-management partnership started at Harley-Davidson continues to thrive 
today. The company and the 1AM agreed to a seven-year contract in April 2001 that 
continues both the joint labor-management decision-making process and the em¬ 
ployment security provision. (Most collective bargaining contracts are much shorter- 
three years on average.) Harley has also worked in cooperation with the 1AM to plan 
and undertake a major expansion of production in its York, Pennsylvania, facility. Fi¬ 
nally. Harley-Davidson announced in October 2001 that it expected record profits for 
2001-notable in a year marked by economic recession. In summary, Harley-Davidson 
and the 1AM have worked together to create an environment where finding and keep¬ 
ing the best talent is a competitive advantage that allows the company to be finan¬ 
cially successful and workers to contribute to and share in this success. 

SOURCE: Presentation, "Eighth Biennial National Labor-Management Conference," Monthly Labor 
Review, January 1999, pp. 29-45; "Companies Breaking Records in Hard Times," Milwaukee Journal 
Sentinel (October 13, 2001) . 


••• The International Context 

Except for China, Russia, and the Ukraine, the United States has more union mem¬ 
bers than any other country. Yet, as Table 14.15 indicates, aside from France and 
Korea, the United States has the lowest unionization rate (union density) of any 
country in the table. Even more striking are differences in union coverage, the per¬ 
centage of employees whose terms and conditions of employment are governed by a 
union contract. (See Table 14.15.) In Western Europe, it is common to have cover¬ 
age rates of 80 to 90 percent, meaning that the influence of labor unions far outstrips 
what would be implied by their membership levels. 78 Why are the unionization rate 
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SOURCE: International Labour Office, World Labour Report. 1997-98 (Geneva, Switzerland, 2001). 


and coverage comparatively low? One explanation is that the United States does not 
have as strong a history of deep class-based divisions in society as other countries do. 
For example, labor and social democratic political parties are commonplace in West¬ 
ern Europe, and they are major players in the political process. Furthermore, the labor 
movement in Western Europe is broader than that in the United States. It extends 
not just to the workplace but-through its own or closely related political parties- 
directly into the national political process. 

What is the trend in union membership rates and coverage? In the United States, 
we have seen earlier that the trend is clearly downward, at least in the private sector. 
Although there have also been declines in membership rates in many other countries, 
coverage rates have stayed high in many of these countries. In the United States, 
deregulation and competition from foreign-owned companies have forced companies 
to become more efficient. Combined with the fact that the union wage premium in 
the United States is substantially larger than in other advanced industrialized coun¬ 
tries, it is not surprising that management opposition would be higher in the United 
States than elsewhere. 79 This, in turn, may help explain why the decline in union in¬ 
fluence has been especially steep in the United States. 

It seems likely that-with the growing globalization of markets-labor costs and 
productivity will continue to be key challenges. The European Community's move¬ 
ment toward a common market and the North American Free Trade Agreement 
among the United States, Canada, and Mexico both suggest that goods, services, and 
production will continue to move more freely across international borders. Wh~re vast 
differences in wages, benefits, and other costs of doing business (such as regulation) 
exist, there will be a tendency to move to areas that are less costly, unless skills are un¬ 
available or productivity is significantly lower there. Unless labor unions can increase 
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their productivity sufficiently or organize new production facilities, union influence is 
likely to decline. 

In addition to membership and coverage, the United States differs from Western 
Europe in the degree of formal worker participation in decision making. Works' coun¬ 
cils (joint labor-management decision-making institutions at the enterprise level) 
and worker representation on supervisory boards of directors (codetermination) are 
mandated by law in countries such as Germany. The Scandinavian countries, Austria, 
and Luxembourg have similar legislation. German works' councils make decisions 
about changes in work or the work environment, discipline, pay systems, safety, and 
other human resource issues. The degree of codetermination on supervisory boards 
depends on the size and industry of the company. For example, in German organiza¬ 
tions having more than 2,000 employees, half of the board members must be worker 
representatives. (However, the chairman of the board, a management representative, 
can cast a tie-breaking vote.) In contrast, worker representation on boards of direc¬ 
tors in the United States is still rare. 80 Thus the recent merger of Daimler-Benz and 
Chrysler means that former Chrysler managers will need to adapt to Germany's sys¬ 
tem of worker representation. 

The works' councils exist in part because collective bargaining agreements in 
countries such as Germany tend to be oriented toward industrywide or regional issues, 
with less emphasis on local issues. However, competitive forces have led employers to 
increasingly opt out of centralized bargaining, even in the countries best known for 
centralized bargaining, like Sweden and Germany.81 


••• The Public Sector 

Unlike the private sector, union membership in the public sector grew in the 1960s 
and 1970s and remained fairly stable through the 1980s. As of 1997, 37 percent of 
government employees were union members, and 42 percent of all government em¬ 
ployees were covered by a collective bargaining contract.82 Like the NLRA in the pri¬ 
vate sector, changes in the legal framework contributed significantly to union growth 
in the public sector. One early step was the enactment in Wisconsin of collective bar¬ 
gaining legislation in 1959 for its state employees.83Executive Order 10988 provided 
collective bargaining rights for federal employees in 1962. By the end of the 1960s, 
most states had passed similar laws. The Civil Service Reform Act of 1978, Title VII, 
later established the Federal Labor Relations Authority (modeled after the NLRB). 
Many states have similar administrative agencies to administer their own laws. 

An interesting aspect of public sector union growth is that much of it has occurred 
in the service industry and among white-collar employees-groups that have tradi¬ 
tionally been viewed as difficult to organize. The American Federation of State, 
County, and Municipal Employees (AFSCME) with 1.3 million members, has had 
about 325,000 members in health care, 325,000 in clerical jobs, and over 400,000 in 

all white-collar occupations.84 

In contrast to the private sector, strikes are illegal at the federal level of the public 
sector and in most states. At the local level, all states prohibit strikes by police 
(Hawaii being a partial exception) and firefighters (Idaho being the exception). 
Teachers and state employees are somewhat more likely to have the right to strike, 
depending on the state. Legal or not, strikes nonetheless do occur in the public sec¬ 
tor. In 2000, of the 39 strikes involving 1,000 or more workers, 8 were in state and 
local government. 
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The membership rate, and thus influence, of labor unions in the United States 
and in many other countries has been on the decline in the private sector. How¬ 
ever, as we saw in the opening to this chapter, unions recognize that one way to 
slow or reverse this downward trend would be to have greater success organiz¬ 
ing workers in new economy jobs and companies. The victory of the 
Communications Workers of America at Verizon is an example of a major suc¬ 
cess in this sense. The question is whether labor unions will be able to duplicate 
this success on a broad scale. In the meantime, however, there are many com¬ 
panies where labor unions represent a large share of employees and thus playa 
major role in the operation and success of those companies. In such companies, 
whatever the national trend, effective labor relations are crucial for both compa¬ 
nies and workers. 

Questions 

1. Many people picture labor union members as being men in blue-collar jobs 
in manufacturing plants. Is that accurate? Are there certain types of jobs 
where an employer can be fairly certain that employees will not join a union? 
Give examples. 

2. Why do people join labor unions? Would you be interested in joining a labor 
union if given the opportunity? Why or why not? As a manager, would you 
prefer to work with a union or would you prefer that employees be unrepre¬ 
sented by a union? Explain. 



Labor unions seek to represent the interests of their mem¬ 
bers in the workplace. Although this may further the 
cause of industrial democracy, management often finds 
that unions increase labor costs while setting limits on the 
company's flexibility and discretion in decision making. 
As a result, the company may witness a diminished ability 
to compete effectively in a global economy. Not surpris¬ 
ingly. management in nonuniQn companies often feels 


compelled to actively resist the unionization of its em¬ 
ployees. This, together with a host of economic, legal, and 
other factors, has contributed to union losses in member¬ 
ship and bargaining power in the private sector. There are 
some indications, however, that managements and unions 
are seeking new, more effective ways of working together 
to enhance competitiveness while giving employees a 
voice in how workplace decisions are made. 


Discussion Questions 


1. Why do employees join unions? 

2. What has been the trend in union membership in the 
United States, and what are the underlying reasons for 
the trend? 

3. What are the consequences for management and own¬ 
ers of having a union represent employees? 

4. What are the general provisions of the National Labor 
Relations Act, and how does it affect labor-management 
interactions? 


5. What are the features of traditional and nontraditional 
labor relations? What are the potential advantages of 
the "new" nontraditional approaches to labor relations? 

6. How does the U.S. industrial and labor relations sys¬ 
tem compare with s)(stems in other countries, such as 
those in Western Europe? 
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Web Exercise 


Many unions are merging with other U.S. as well as inter- 
national unions. Visit www.uaw.com, the website for the 
United Auto Workers. This site discusses recent mergers 
the UAW has participated in and includes UAW news 
releases. 


Questions 

1. From the union’s standpoint, what are the advantages 
of merging with other national unions? With interna¬ 
tional unions? 

2. What are the disadvantages of these mergers from the 
company’s perspective? Are there any advantages that 
a company might realize ? 


Managing People: From the Pages of BusinessWeek 


BusinessWeek 


A World of Sweatshops 


Walk through Tong Yang Indonesia (TYI) shoe factory, an 
8,500-worker complex of hot, dingy buildings outside 
Jakarta, and company president Jung Moo Young will show 
you all the improvements he has made in the past two 
years. He did so at the behest of his biggest customer, 
Reebok International Ltd., to allay protests by Western ac¬ 
tivists who accuse the U.S. shoemaker of using sweatshops. 

Last year Jung bought new machinery to apply a water- 
based solvent to glue on shoe soles instead of toluene, 
which may be hazardous to workers who breathe it in all 
day. He installed a new ventilation system after Reebok 
auditors found the old one inadequate. TYI bought new 
chairs with backs so that its young seamstresses have some 
support while seated at their machines-and back braces 
for 500 workers wh~ do heavy lifting. In all, TYI, which 
has $100 million in annual sales, spent $2 million of its 
own money to satisfy Reebok. But to Jung's surprise, it was 
a sound investment. "We should make it all back after 
three years," he says. "The workers are more productive, 
and the new machinery is more efficient." 

WINDOW DRESSING. TYl’s efforts show how much 
progress Western consumer goods companies can make in 
cleaning up sweatshop conditions. In the early 1990s 
many companies adopted codes of conduct requiring con¬ 
tractors to fix harsh or abusive conditions. Based on recent 
visits to factories in Asia, several companies-such as 
Reebok (RBK), Nike (NKE), Liz Claiborne (LIZ), and 
Mattel (MAT)-have finally begun enforcing their codes 
in the past year or two. 

In fact, more than a dozen companies have joined ef¬ 
forts to create an industrywide system for verifying that 
consumer goods sold in the United States are made under 
humane conditions. The most ambitious effort involves 
the Fair Labor Association, which grew out of a presiden¬ 
tial task force of companies and human rights groups. It 
plans to send outside monitors to factories worldwide to 
ensure that they meet minimum standards on everything 
from health and safety to workers' rights to join unions. 


The problem is that such companies are the excep¬ 
tions. Although many multinationals operate facilities in 
Asia and Latin America that are as well run as any in the 
West, far too many still buy from factories where practices 
are appalling-especially in such labor-intensive sectors as 
garments, shoes, and toys. And many companies that 
claim to adhere to labor codes are still in the window- 
dressing stage. 

Then there are the tougher issues that even companies 
such as Reebok haven't yet grappled with. How can com¬ 
panies respect workers' rights to collectively bargain in 
China, say, which bans free unions and often doesn't en¬ 
force its own labor laws, impressive as they are on paper? 
Nor have most Western companies improved wages, 
which are often below what even governments like In¬ 
donesia define as enough to support a family. 

Investigators for U.S. labor and human rights groups 
estimate that Asia and Latin America have thousands of 
sweatshops, which do everything from force employees to 
work 16-hour days to cheat them out of already meager 
wages, that make products for U.S. and European compa¬ 
nies. "It would be extremely generous to say that even 10 
percent of [Western companies charged with abuses] have 
done anything meaningful about labor conditions," saysS. 
Prakash Sethi, a Baruch College business professor who 
helped set up a monitoring system for Mattel at its dozen 
factories in China, Indonesia, Mexico, and elsewhere. 
Abuses may actually be proliferating. Price hikes in U.S. 
retail garments have lagged inflation since 1982, and 
Asian factory owners complain they are under intense 
pressure to find new ways to squeeze out costs. "American 
retailers are driving down prices, which ends up squeezing 
labor," says Robert Antoshak, vice president at garment 
industry consultant Werner International in Reston, Vir¬ 
ginia. ’ 

When accused by activists of buying from sweatshops, 
brand-name marketers have tended to dismiss the claims. 
But there's reason to believe the activists are often right. 
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A recent (October 2, 2000) BusinessWeek probe found 
that Wal-Mart Stores Inc. (WMT) bought Kathie Lee 
Gifford handbags in a Chinese factory where guards beat 
workers and owners deducted up to 70 percent of their pay 
for food and lodging. The National Labor Committee, a 
New York watchdog group, first made that charge in a May 
2000 report on 16 Chinese factories used by Western com¬ 
panies. Each broke Chinese labor laws or the buyers' own 
codes, it says. 

Some of the U.S. companies cited in the report, in¬ 
cluding Timberland Co. (TBL) and New Balance, say they 
reexamined the Chinese factories and found most of the 
charges to be accurate. But others, including Huffy Corp. 
(HUF) and Stride Rite Corp. (SRR), refused to discuss the 
subject or let BusinessWeek visit their factories. Mean¬ 
while, a yearlong study by labor experts from Harvard and 
four other universities found that 13 factories making col¬ 
legiate logo clothing for U.S. companies in seven devel¬ 
oping countries were guilty of nonpayment of wages, lax 
safety, and excessive overtime. 

TIP OF THE ICEBERG. Liz Claiborne Inc.'s attempt 
to improve conditions at a factory in Guatemala shows 
how hard it is for companies to clean up sweatshops. In 
1998 the U.S. apparel giant began working with the 
Commission for the Verification of Corporate Codes of 
Conduct (Coverco), a group of Guatemalan and U.S. 
church and humanitarian activists, to monitor one of its 
suppliers, identified by local sources as Choi Shin, a 
Korean-owned factory near Guatemala City. Liz Clai¬ 
borne released Coverco's report last year but declined to 
give out the factory's name or let BusinessWeek inside it. 

Coverco found a litany of problems. Choi Shin couldn't 
refute workers' claims that they didn't receive proper over¬ 
time payments or promised production bonuses. Workers 
lacked adequate protection when handling hazardous 
chemicals. Toilets and canteens were unsanitary. Some 
managers screamed at workers or pressured those who com¬ 
plained to resign. And many women, who comprise 88 per¬ 
cent of the plant's workers, said they were denied time off 
for doctors' appointments. One pregnant worker who had a 
note from her doctor about a high-risk pregnancy was not 
allowed to leave until five hours after she complained of 
pain. She lost the baby. 

Coverco says the plant is slowly improving due to Liz 
Claiborne's pressure. But Choi Shin is the tip of an ice¬ 
berg. "The majority of [garment-exporting] plants have 
similar problems," says Coverco general coordinator 
Homero Fuentes. 

The inability to form free unions means that workers 
often lack the leverage to make much beyond subsistence 
wages. The Modas Uno Korea plant in the Guatemala 
City suburb of Villanueva stopped paying workers on time 
in August 2000 and fired 22 who complained to the Labor 
Ministry. On September 2, 2000, workers stormed the 


plant demanding back pay-and the company relented. 
Workers who stayed on said they were offered sewing ma¬ 
chines instead of severance pay when the factory shut 
down in early October. "They make you work more hours 
than they pay you for," says Albina de Perez, a fired worker 
who earned $25 a week at the plant. No one answered 
Modas's phone lines to respond to questions. 

OUSTED MANAGERS. At least corporate responsi¬ 
bility programs seem to be showing faster progress in some 
countries, such as Indonesia, where suppression of labor 
activism has abated since the 1998 downfall of strongman 
President Suharto. Golden Adishoes, a run-down shoe 
factory near lakarta, agreed to a host of improvements 
Reebok demanded as a condition for starting production 
there last summer. And the monitoring team assembled by 
Baruch's Sethi brought numerous changes to Mattel's two 
Barbie factories near lakarta, clean and air-conditioned fa¬ 
cilities that employ nearly 12,000 workers. Last year Mat¬ 
tel removed hazardous solvents from the production 
process, says Tracey Rogers, manager of one Barbie factory. 
Mattel also began promoting workers who pass annual 
skills tests to higher-paying jobs. Rogers meets with 400 
randomly selected workers every other week to hear their 
concerns. "I'll be honest," says Rogers. "This process has 
been good for us." 

Even Nike, the bete noir of labor activists, is finally 
making changes. Take Nikomas Gemilang, a sprawling, 
50-building minicity near lakarta that employs 22,500 
workers making shoes for Nike and Adidas ( ADDDY). It 
is owned by Taiwan's Pou Chen Corp., the world's largest 
shoe manufacturer. At Nike's urging, Nikomas set a higher 
wage scale for senior workers and ousted managers who 
had yelled abuses at workers. The factory also improved 
safety and food in company dorms, which house 13,000 
workers. 

Pou Chen Chief Operating Officer Eric Chi says Niko¬ 
mas is building a shopping mall, hospital, cinema, and day 
care center, which is needed because 85 percent of work¬ 
ers are female. "We've heard about all this coming, and we 
hope conditions here will be better next year," says Yune, 
a woman in her early 20s who has worked and lived at 
Nikomas for five years. 

Such improvements, however, are unlikely to quell 
Western protesters who insist multinationals exploit 
workers. Only a few U.S. companies submit to indepen¬ 
dent audits. And workers' pay, even if it's better than av¬ 
erage for that country, is still pitiful considering the nearly 
40 percent gross profit margins Nike and Reebok earn. 
TYI pays about 22 cents an hour, just over Indonesia's 
minimum wage. It gets aroutld $13 for every pair of shoes 
it makes for Reebok, paying only $1 for labor. Still, TYI 
says that after paying for materials and overhead, its mar¬ 
gins are just 10 percent. It can't just hike its price to 
Reebok. "They look for suppliers who sell for the lowest 
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price," says a TYI manager. "If we aren't cheap enough, 
they'll go to Vietnam or somewhere else." The big profits 
go to shoe companies and retailers: the shoes typically sell 
for $60 to $70 a pair. 

Given the huge oversupply of cheap labor in many de¬ 
veloping nations, more widespread gains in the workplace 
are unlikely until workers can organize unions to demand 
changes-or unless there is a system to punish violators of 
international codes. Even under the programs set up by 
Nike and Mattel, they are free to sell their goods in the 
United States if it turns out they were made under abusive 
conditions. But their experiments suggest that not every 
factory has to be a sweatshop to make the global economy 
work. 


Questions 

1. Why should American companies care about work 
conditions overseas? 

2. Are these kinds of working conditions necessary for 
poorer countries to attract jobs? 

3. Why do people work under such conditions? 

4. What is the best way to improve conditions? How did 
working conditions improve over time in the United 
States? 

SOURCE, Reprinted from Business Week by special petmission. Copyright © 

2001 by The McGraw-Hill Companies, Inc. 
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Objectives 



1. Identify the recent 
changes that have 
caused companies 
to expand into 
international 
markets. 


2. Discuss the four 
factors that most 
strcmgly- influence 
HRM in 
international 
markets. 

3. List the different 
categories of 
international 
employees. 


4 . Identify the four 
levels of global 
participation and 
the HRM issues 
faced within each 
level. 


5. Discuss the ways 
companies 
attempt to select, 
train, compensate, 
and reintegrate 
expatriate 
managers. 
















While globalization continues 
to increase and more 
companies are doing business 
overseas, recent world events 
may place an added 
responsibility on managers of 
expatriate employees in terms 
of motivation, behaviors, and 
family considerations. 



Terrorism 
and Global 
Human 
Resource 
Management 

Globalization has con¬ 
tinued to increase as 
companies expand 
their operations in a 
number of countries, 
employing an increas¬ 
ingly global workforce. 
Although this process 
has resulted in a num¬ 
ber of positive 
outcomes, it has also 
occasionally presented 
new types of problems 
for firms to face. 

On September 11, 
2001, terrorists with 
Middle Eastern roots 
(alleged to be part of 


Osama bin Laden's al- 
Qaida network) 
hijacked four U.S. 
planes, crashing two of 
them into the World 
Trade Center's twin 
towers and one into 
the Pentagon (a fourth 
was crashed in Penn¬ 
sylvania in a scuffle 
with passengers). Presi¬ 
dent Bush and U.K. 
Prime Minister Tony 
Blair, after their de¬ 
mands that the Taliban 
government in 
Afghanistan turn over 
bin Laden and his 
leaders were ignored, 
began military action 
against that country on 
October 7, 2001. At 
the writing of this 
chapter, we do not 
know what the end re¬ 
suit of this action will 
be, but we do know 
that both the terrorist 
acts and the subse¬ 


quent war on terrorism 
have created a host of 
issues for multinational 
companies. 

First, companies 
doing business over¬ 
seas, particularly in 
Muslim-dominated 
countries such as the 
Arab states and In¬ 
donesia, must manage 
their expatriate work¬ 
force (particularly U.S. 
and British citizens) in 
what has the potential 
to become hostile ter¬ 
ritory. These 
employees fear for 
their security, and 
some have asked to re¬ 
turn to their home 
countries. 

Second, companies 
with global workforces 
must manage across 
what have become in¬ 
creasingly nationalistic 
boundaries. Those of 
us in the United States 


may view the terrorist 
attacks as an act of war 
and our response as 
being entirely justified. 
However, those in the 
Arab world, while not 
justifying the terrorist 
attacks, may similarly 
feel that the military re¬ 
sponse toward 
Afghanistan is hostile 
aggression. One exec¬ 
utive at a global oil 
company noted the 
difficulty in managing a 
workforce that is ap¬ 
proximately 25 percent 
Arab. He stated that 
many of the Arab ex¬ 
ecutives have said, 
"While we know that 
you are concerned 
about the events of 
September 11, you 
should know that we 
are equally concerned 
about the events of 
October 7." 
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••• Introduction 

The environment in which business competes is rapidly becoming globalized. More 
and more companies are entering international markets by exporting their products 
overseas, building plants in other countries, and entering into alliances with foreign 
companies. Of the world's largest organizations, 23 have their headquarters outside 
the United States. Of the top 100 organizations, 59 have their headquarters in the 
United States, followed by Europe with 38. Japan is currently home to 11 of the 50 
largest banks in the world, whereas the United States is home to only 6. 1 

A survey of 12,000 managers from 25 different countries indicates how common 
international expansion has become, both in the United States and in other coun¬ 
tries.2 Of the U.S. managers surveyed, 26 percent indicated that their companies had 
recently expanded internationally. Among the larger companies (10,000 or more em¬ 
ployees), 45 percent had expanded internationally during the previous two years. 
Currently, exports account for 11 percent of the gross domestic product in the United 
States, and they have been growing at a rate of 12 percent a year since 1987.3 

Indeed, most organizations now function in the global economy. Thus U.S. busi¬ 
nesses are entering international markets at the same time foreign companies are en¬ 
tering the U.S. market. 

What is behind the trend toward expansion into global markets? Companies are 
attempting to gain a competitive advantage, which can be provided by international 
expansion in a number of ways. First, these countries are new markets with large 
numbers of potential customers. For companies that are producing below their ca¬ 
pacity, they provide a means of increasing sales and profits. Second, many companies 
are building production facilities in other countries as a means of capitalizing on those 
countries' lower labor costs for relatively unskilled jobs. For example, many of the 
maquiladora plants (foreign-owned plants located in Mexico that employ Mexican la¬ 
borers) provide low-skilled labor at considerably lower cost than in the United States. 
In 1999, the average manufacturing hourly wage in Mexico was $2.12.4 

According to a survey of almost 3,000 line executives and HR executives from 12 
countries, international competition is the number one factor affecting HRM. The 
globalization of business structures and globalization of the economy ranked fourth 
and fifth, respectively.s Deciding whether to enter foreign markets and whether to de¬ 
velop plants or other facilities in other countries, however, is no simple matter, and 
many human resource issues surface. 

This chapter discusses the human resource issues that must be addressed to gain 
compej:itive advantage in a world of global competition. This is not a chapter on in¬ 
ternational human resource management (the specific HRM policies and programs 
companies use to manage human resources across international boundaries).6 The 
chapter focuses instead on the key factors that must be addressed to strategically man¬ 
age human resources in an international context. We discuss some of the important 
events that have increased the global nature of business over the past few years. We 
then identify some of the factors that are most important to HRM in global environ¬ 
ments. Finally, we examine particular issues related to managing expatriate managers. 
These issues present unique opportunities for firms to gain competitive advantage . 


••• Current Global Changes 

Several recent social and political changes have accelerated the movement toward 
international competition. The effects of these changes have been profound and far- 



chapter 15 Managing Human Resources Globally 619 


reaching. Many are still evolving. In this section we discuss the major developments 
that have accentuated the need for organizations to gain a competitive advantage 
through effectively managing human resources in a global economy. 


European Economic Community 

European countries have managed their economies individually for years. Because of 
the countries' close geographic proximity, their economies have become intertwined. 
This created a number of problems for international businesses; for example, the reg¬ 
ulations of one country, such as France, might be completely different from those of 
another country, such as Germany. In response, most of the European countries 
agreed to participate in the European Economic Community, which began in 1992. 
The EEC is a confederation of most of the European nations that agree to engage in 
free trade with one another, with commerce regulated by an overseeing body called 
the European Commission (EC). Under the EEC, legal regulation in the participat¬ 
ing countries has become more, although not completely, uniform. Assuming the 
EEC's trend toward free trade among members continues, Europe has become one 
of the largest free markets in the world. In addition, as of 1999, all of the members of 
the European Economic Community share a common currency, the euro. This ties 
the members' economic fates even more closely with one another. 


North American Free Trade Agreement (NAFTA) 

NAFTA is an agreement among Canada, the United States, and Mexico that has cre¬ 
ated a free market even larger than the European Economic Community. The United 
States and Canada already had a free trade agreement since 1989, but NAFTA 
brought Mexico into the consortium. The agreement has been prompted by Mexico's 
increasing willingness to open its markets and facilities in an effort to promote eco¬ 
nomic growth.7 As previously discussed, the maquiladora plants exemplify this trend. 
In addition, some efforts have been made to expand the membership of NAFTA to 
other Latin American countries, such as Chile. 

NAFTA has increased U.S. investment in Mexico because of Mexico's substan¬ 
tially lower labor costs for low-skilled employees. This has had two effects on em¬ 
ployment in the United States. First, many low-skilled jobs went south, decreasing 
employment opportunities for U.S. citizens who lack higher-level skills. Second, it 
has increased employment opportunities for Americans with higher-level skills be¬ 
yond those already being observed. 8 


The Growth of Asia 

An additional global market that is of economic consequence to many firms lies in 
Asia. Whereas Japan has been a dominant economic force for over 20 years, recently 
countries such as Singapore, Hong Kong, and Malaysia have become significant eco¬ 
nomic forces. In addition, China, with its population of over 1 billion and trend to¬ 
ward opening its markets to foreign investors, presents a tremendous potential mar¬ 
ket for goods. In fact, a consortium of Singaporean companies and governmental 
agencies has jointly developed with China a huge industrial township in eastern 
China's Suzhou city that will consist of ready-made factories for sale to foreign com¬ 
panies. 9 Although Asia has recently been the victim of a large-scale economic reces¬ 
sion termed the "Asian flu," it is fully expected to regain its stature as an attractive 
market for products and investment over the next few years. 
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General AgTeement on Tariffs and Trade (GAIT) 

GATT is an international framework of rules and principles for reducing trade barri¬ 
ers across countries around the world. It currently consists of over 100 member na¬ 
tions. The most recent round of GATT negotiations resulted in an agreement to cut 
tariffs (taxes on imports) by 40 percent, reduce government subsidies to businesses, 
expand protection of intellectual property such as copyrights and patents, and estab¬ 
lish rules for investing and trading in services. It also established the World Trade Or¬ 
ganization (WTO) to resolve disputes among GATT members. 

These changes-the European Economic Community, NAFfA, the growth of 
Asia, and GATT-all exemplify events that are pushing companies to compete in a 
global economy. These developments are opening new markets and new sources of 
technology and labor in a way that has never been seen in history. However, this era 
of increasing international competition accentuates the need to manage human re¬ 
sources effectively to gain competitive advantage in a global marketplace. This re¬ 
quires understanding some of the factors that can determine the effectiveness of var¬ 
ious HRM practices and approaches . 


••• Factors Affecting HRM in Global 
Markets 

Companies that enter global markets must recognize that these markets are not simply 
mirror images of their home country. Countries differ along a number of dimensions 
that influence the attractiveness of direct foreign investment in each country. These dif¬ 
ferences determine the economic viability of building an operation in a foreign loca¬ 
tion, and they have a particularly strong impact on HRM in that operation. Researchers 
in international management have identified a number of factors that can affect HRM 
in global markets, and we focus on four factors, as depicted in Figure 15.1: culture, 
education-human capital, the political-legal system, and the economic system. 10 


FIGURE 15.1 

Factors Affecting 
Human Resource 
Management in 
International 
Markets 
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Culture 

By far the most important factor influencing international HRM is the culture of the 
country in which a facility is located. Culture is defined as "the set of important as¬ 
sumptions (often unstated) that members of a community share." 11 These assump¬ 
tions consist of beliefs about the world and how it works and the ideals that are worth 
striving for. 12 

Culture is important to HRM for two reasons. First, it often determines the other 

three factors affecting HRM in global markets. Culture can greatly affect a country's 

laws, in that laws are often the codification of right and wrong as defined by the cul¬ 
ture. Culture also affects human capital, because if education is greatly valued by the 

culture, then members of the community try to increase their human capital. Finally, 

as we will discuss later, cultures and economic systems are closely intertwined. 13 

However, the most important reason that culture is important to HRM is that it 
often determines the effectiveness of various HRM practices. Practices found to be ef¬ 
fective in the United States may not be effective in a culture that has different beliefs 
and values. 14 For example. U.S. companies rely heavily on individual performance ap¬ 
praisal, and rewards are tied to individual performance. In Japan, however, individu¬ 
als are expected to subordinate their wishes and desires to those of the larger group. 
Thus, individual-based evaluation and incentives are not nearly as effective there 

and, in fact, are seldom observed among Japanese organizations. 15 

In this section we examine a model that attempts to characterize different cultures. 

This model illustrates why culture can have a profound influence on HRM. 


Hofstede's Cultural Dimensions 

In a classic study of culture, Geert Hofstede identified four dimensions on which var¬ 
ious cultures could be classified. 16 In a later study he added a fifth dimension that aids 
in characterizing cultures. I? The relative scores for 10 major countries are provided in 
Table 15.1. Individualism-collectivism describes the strength of the relation between 
an individual and other individuals in the society-that is, the degree to which peo¬ 
ple act as individuals rather than as members of a group. In individualist cultures, 
such as the United States, Great Britain, and the Netherlands, people are expected 
to look after their own interests and the interests of their immediate families. The in¬ 
dividual is expected to stand on her own two feet rather than be protected by the 
group. In collectivist cultures, such as Colombia, Pakistan, and Taiwan, people are ex¬ 
pected to look after the interest of the larger community, which is expected to pro¬ 
tect people when they are in trouble. 

The second dimension, power distance, concerns how a culture deals with hierar¬ 
chical power relationships-particularly the unequal distribution of power. It de¬ 

scribes the degree of inequality among people that is considered to be normal. Cul¬ 
tures with small power distance, such as those of Denmark and Israel, seek to 

eliminate inequalities in power and wealth as much as possible, whereas countries 
with large power distances, such as India and the Philippines, seek to maintain those 
differences. 

Differences in power distance often result in miscommunication and conflicts be¬ 
tween people from different cultures. For example, in Mexico and Japan individuals 
are always addressed by their titles (Senor Smith or Smith-san, respectively). Indi¬ 
viduals from the United States, however, often believe in minimizing power distances 
by using first names. Although this is perfectly normal, and possibly even advisable in 
the United States, it can be offensive and a sign of disrespect in other cultures. 


Individualism- 

collectivism 

One of Hofstede's 
cultural dimensions; 
describes the 
strength of the 
relation between an 
individual and other 
individuals in a 
society. 

Power distance 

One of Hofstede's 
cultural dimensions; 
describes how a 
culture deals with 
hierarchical power 
relationships. 
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TABLE 15.1 
Cultural Dimension 
Scores for 10 
Countries 



PD' ID MA UA LT 


apD = power distance; ID = individualism;MA= mascuiinity;UA= uncertainty avoidance; LT = 
long-term orientation. 

bH = top third; M = medium third; L = bottom third (among 53 countries and regions for the first 
four dimensions; among 23 countries for the fifth). 

CEstimated. 

SOURCEFrom Academy of Management Executive by G. Hofstede. Copyright© 1993 by 
Academy of Management. Reproduced with permission of Academy of Management via Copyright 
Clearance Center. 


Uncertainty 

avoidance 

One of Hofstede's 
cultural dimensions; 
describes how 
cultures seek to deal 
with an 
unpredictable 
future. 

Masculinity- 

femininity 

dimension 

One of Hofstede's 
cultural dimensions; 
describes the 
division of roles 
between the sexes 
within a society. 

Long-term- 

short-term 

orientation 

One of Hofstede's 
cultural dimensions; 
describes how a 
culture balances 
immediate benefits 
with future rewards. 


The third dimension, uncertainty avoidance, describes how cultures seek to deal 
with the fact that the future is not perfectly predictable. It is defined as the degree to 
which people in a culture prefer structured over unstructured situations. Some cul¬ 
tures, such as those of Singapore and Jamaica, have weak uncertainty avoidance. 
They socialize individuals to accept this uncertainty and take each day as it comes. 
People from these cultures tend to be rather easygoing and flexible regarding different 
views. Other cultures, such as those of Greece and Portugal, socialize their people to 
seek security through technology, law, and religion. Thus these cultures provide clear 
rules as to how one should behave. 

The masculinity-femininity dimension describes the division of roles between the 
sexes within a society. In "masculine" cultures, such as those of Germany and Japan, 
what are considered traditionally masculine values-showing off, achieving some¬ 
thing visible, and making money-permeate the society. These societies stress as¬ 
sertiveness, performance, success, and competition. "Feminine" cultures, such as 

those-of Sweden and Norway, promote values that have been traditionally regarded 
as feminine, such as putting relationships before money, helping others, and preserv¬ 
ing the environment. These cultures stress service, care for the weak, and solidarity. 

Finally, the fifth dimension comes from the philosophy of the Far East and is re¬ 
ferred to as the long-term-short-term orientation. Cultures high on the long-term 
orientation focus on the future and hold values in the present that will not necessar¬ 
ily provide an immediate benefit, such as thrift (saving) and persistence. Hofstede 
found that many Far Eastern countries such as Japan and China have a long-term ori¬ 
entation. Short-term orientations, on the other hand, are found in the United States, 
Russia, and West Africa. These cultures are oriented tbward the past and present and 
promote respect for tradition and for fulfilling social obligations. 

The current Japanese criticism of management practices in the United States il¬ 
lustrates the differences in long-term-short-term orientation. Japanese managers, tra¬ 
ditionally exhibiting a long-term orientation, engage in 5- to IO-year planning. This 
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leads them to criticize U.S. managers, who are traditionally much more short-term in 
orientation because their planning often consists of quarterly to yearly time horizons. 

These five dimensions help us understand the potential problems of managing em¬ 
ployees from different cultures. Later in this chapter we will explore how these cul¬ 
tural dimensions affect the acceptability and utility of various HRM practices. How¬ 
ever, it is important to note that these differences can have a profound influence on 
whether a company chooses to enter a given country. One interesting finding of Hof- 
stede's research was the impact of culture on a country's economic health. He found 
that countries with individualist cultures were more wealthy. Collectivist cultures 
with high power distance were all poor. IS Cultures seem to affect a country's economy 
through their promotion of individual work ethics and incentives for individuals to 
increase their human capital. Figure 15.2 maps the countries Hofstede studied on the 
two characteristics of individualism-collectivism and economic success. 


Implications of Culture for HRM 

Cultures have an important impact on approaches to managing people. As we discuss 
later, the culture can strongly affect the education-human capital of a country, the 
political-legal system, and the economic system. As Hofstede found, culture also has 
a profound impact on a country's economic health by promoting certain values that 
either aid or inhibit economic growth. 

More important to this discussion, however, is that cultural characteristics influence 
the ways managers behave in relation to subordinates, as well as the perceptions of the 
appropriateness of various HRM practices. First, cultures differ strongly on such things as 
how subordinates expect leaders to lead, how decisions are handled within the hierarchy, 
and (most important) what motivates individuals. For example, in Germany, managers 
achieve their status by demonstrating technical skills, so employees look to them to as¬ 
sign their tasks and resolve technical problems. In the Netherlands, on the other hand, 
managers focus on seeking consensus among all parties and must engage in an open- 
ended exchange of views and balancing of interests. 19 Clearly, these methods have dif¬ 
ferent implications for selecting and training managers in the different countries. 

Second, cultures strongly influence the appropriateness of HRM practices. For ex¬ 
ample, as previously discussed, the extent to which a culture promotes an individual¬ 
istic versus a collectivist orientation will impact the effectiveness of individually ori¬ 
ented human resource management systems. In the United States, companies often 
focus selection systems on assessing an individual's technical skill and, to a lesser ex¬ 
tent, social skills. In collectivist cultures, on the other hand, companies focus more 
on assessing how well an individual will perform as a member of the work group. 

Similarly, cultures can influence compensation systems. Individualistic cultures 
such as those found in the United States often exhibit great differences between the 
highest- and lowest-paid individuals in an organization, with the highest-paid indi¬ 
vidual often receiving 200 times the salary of the lowest. Collectivist cultures, on the 
other hand, tend to have much flatter salary structures, with the top-paid individual 
receiving only about 20 times the overall pay of the lowest-paid one. 

Cultural differences can affect the communication and coordination processes in 
organizations. Collectivist cultures, as well as those with less of an authoritarian ori¬ 
entation. value group decision making and participative management practices more 
highly than do individualistic cultures. When a person raised in an individualistic cul¬ 
ture must work closely with those from a collectivist culture, communication prob¬ 
lems and conflicts often appear. Much of the emphasis on "cultural diversity" programs 
in organizations focuses on understanding the cultures of others in order to better 



624 Part 5 Special Topics in Human Resource Management 


FIGURE 15.2 

The Position of the Studied Countries on Their Individualism Index (IDV) versus Their 1970 National Wealth 


Individualism Index (IDV) 



National Wealth in 1970 (GNP/capita) in 10$ 
IDV.GNP = .84 
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SOURCE: G. Hofstede, "The Cultural Relativity of Organizational Practices and Theories," Journal of International Business 
Studies 14, no. 2 (Fall 1983), p. 89. 
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Resource Management. Reproduced with 
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communicate with them. An example of how important cultural differences can be is 
provided in the "Competing through High-Performance Work Systems" box. 

Education-Human Capital 

A company's potential to find and maintain a qualified workforce is an ilQportant 
consideration in any decision to expand into a foreign market. Thus a country's 
human capital resources can be an important HRM issue. Human caPital refers to the 
productive capabilities of individuals-that is, the knowledge, skills, and experience 
that have economic value,zo 
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Countries differ in their levels of human capital. For example, as discussed in 
Chapter 1, the United States suffers from a human capital shortage because the jobs 
being created require skills beyond those of most new entrants into the workforce. 21 
In former East Germany, there is an excess of human capital in terms of technical 
knowledge and skill because of that country's large investment in education. How¬ 
ever, East Germany's business schools did not teach management development, so 
there is a human capital shortage for managerial jobs. 22 Similarly, companies in what 
used to be West Germany have shifted toward types of production and service that 
require high-skilled workers; this is creating a human capital shortage for high-skill 
jobs, yet the unemployment rate remains high because of a large number of low- 
skilled workers. 23 However, the high skills and low wages of workers in many coun¬ 
tries make their labor forces quite attractive. 

A country's human capital is determined by a number of variables. A major vari¬ 
able is the educational opportunities available to the labor force. In the Netherlands, 
for instance, government funding of school systems allows students to go all the way 
through graduate school without paying,24 Similarly, the free education provided to 
citizens in the former Soviet bloc resulted in high levels of human capital, in spite of 
the poor infrastructure and economy that resulted from the socialist economic sys¬ 
tems. In contrast, some Third World countries, such as Nicaragua and Haiti, have rel¬ 
atively low levels of human capital because of a lack of investment in education. 

A country's human capital may profoundly affect a foreign company's desire to lo¬ 
cate there or enter that country's market. Countries with low human capital attract 
facilities that require low skills and low wage levels. This explains why U.S. compa¬ 
nies desire to move their currently unionized low-skill-high-wage manufacturing and 
assembly jobs to Mexico, where they can obtain low-skilled workers for substantially 
lower wages. Similarly, Japan ships its messy, low-skill work to neighboring countries 
while maintaining its high-skill work at home. 25 Countries like Mexico, with rela¬ 
tively low levels of human capital, might not be as attractive for operations that con¬ 
sist of more high-skill jobs. 

Countries with high human capital are attractive sites for direct foreign invest¬ 
ment that creates high-skill jobs. In Ireland, for example, over 25 percent of 18-year- 
olds attend college, a rate much higher than other European countries. In addition, 
Ireland's economy supports only 1.1 million jobs for a population of 3.5 million. The 
combination of high education levels, a strong work ethic, and high unemployment 
makes the country attractive for foreign firms because of the resulting high produc¬ 
tivity and low turnover. The Met Life insurance company set up a facility for Irish 
workers to analyze medical insurance claims. It has found the high levels of human 
capital and the high work ethic to provide such a competitive advantage that the 
company is currently looking for other work performed in the United States to be 
shipped to Ireland. Similarly, for this reason, many believe that NAFTA will result in 
a loss of low-skill jobs in the United States but also in an increased number of high- 
skill jobs in the United States. The increase in high-skill jobs would result from in¬ 
creased commerce between the two nations combined with the higher levels of 
human capital available in the United States versus Mexico. 25 


Political-Legal System 

The regulations imposed by a country's legal system can strongly affect HRM. The 
political-legal system often dictates the requirements for certain HRM practices, such 
as training, compensation, hiring, firing, and layoffs. In large part, the legal system is 
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an outgrowth of the culture in which it exists. Thus the laws of a particular country 
often reflect societal norms about what constitutes legitimate behavior.27 

For example, the United States has led the world in eliminating discrimination in 
the workplace. Because of the importance this has in our culture, we also have legal 
safeguards such as equal employment opportunity laws (discussed in Chapter 3) that 
strongly affect the hiring and firing practices of firms. As a society, we also have strong 
beliefs regarding the equity of pay systems; thus the Fair Labor Standards Act (dis¬ 
cussed in Chapter 11), among other laws and regulations, sets the minimum wage for 
a variety of jobs. We have regulations that dictate much of the process for negotia¬ 
tion between unions and management. These regulations profoundly affect the ways 
human resources are managed in the United States. 

Similarly, the legal regulations regarding FIRM in other countries reflect their so¬ 
cietal norms. For example, in Germany employees have a legal right to "codetermi¬ 
nation” at the company, plant, and individual levels. At the company level, a firm's 
employees have direct influence on the important decisions that affect them, such as 
large investments or new strategies. This is brought about through having employee 
representatives on the supervisory council (Aufsichtsrat). At the plant level, codeter¬ 
mination exists through works councils. These councils have no rights in the eco¬ 
nomic management of the company, but they can influence FIRM policies on such is¬ 
sues as working hours, payment methods, hirings, and transfers. Finally, at the 
individual level, employees have contractual rights, such as the right to read their 
personnel files and the right to be informed about how their pay is calculated.2s 

The EEC provides another example of the effects of the political-legal system on 
FIRM. The EEC's Community Charter of December 9, 1989, provides for the funda¬ 
mental social rights of workers. These rights include freedom of movement, freedom 
to choose one's occupation and be fairly compensated, guarantee of social protection 
via social security benefits, freedom of association and collective bargaining, equal 
treatment for men and women, and a safe and healthful work environment, among 
others. 


Economic System 

A country's economic system influences FIRM in a number of ways. As previously dis¬ 
cussed, a country's culture is integrally tied to its economic system, and these systems 

provide many of the incentives for developing human capital. In socialist economic 
systems there are ample opportunities for developing human capital because the edu¬ 
cation system is free. However, under these systems, there is little economic incentive 
to develop human capital b~cause there are no monetary rewards for increasing 
human capital. In addition, in former Soviet bloc countries, an individual's invest¬ 
ment in human capital did not always result in a promotion. Rather, it was invest¬ 
ment in the Socialist Party that led to career advancements. 

In capitalist systems the opposite situation exists. There is less opportunity to de¬ 
velop human capital without higher costs. (You have probably observed tuition in¬ 
creases at U.S. universities.) However, those who do invest in their individual human 

capital, particularly through education, are more able to reap monetary rewards, thus 

providing more incentive for such investment. In the United States, individuals' 
salaries usually reflect differences in human capital (high-skill workers receive higher 
compensation than low-skill workers). In fact, research estimates that an individual's 
wages increase by between 10 and 16 percent for each additional year of schooling.2 9 

In addition to the effects of an economic system on HRM, the health of the 
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TABLE 15.2 
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SOURCE: U.S. Department of Labor, International Comparisons of Hourly Compensation Costs for 
Production Workers in Manufacturing, 1999; Bureau of Labor Statistics, 2001. 


system can have an important impact. For example, we referred earlier to lower labor 
costs in Mexico. In developed countries with a high level of wealth, labor costs tend 
to be quite high relative to those in developing countries. While labor costs are re¬ 
lated to the human capital of a country, they are not perfectly related, as shown by 
Table 15.2. This table provides a good example of the different hourly labor costs for 
manufacturing jobs in various countries. 

An economic system also affects HRM directly through its taxes on compensation 
packages. Thus the differential labor costs shown in Table 15.2 do not always reflect 
the actual take-home pay of employees. Socialist systems are characterized by tax sys¬ 

tems that redistribute wealth by taking a higher percentage of a person's income as 
she moves up the economic ladder. Capitalist systems attempt to reward individuals 
for their efforts by allowing them to keep more of their earnings. Table 15.3 shows 
that a manager being paid $100,000 would take home vastly different amounts in dif- 


TABLE 15.3 

Maximum Marginal 
Federal Tax Rates 
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COUNTRY HIGHEST PERSONAL NATIONAL RATE 


SOURCE: "America vs. the New Europe: By the Numbers," Fortune (December 21, 1998). 
Copyright © 1998 Time, Inc. All rights reserved. 
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ferent countries because of the varying tax rates. Companies that do business in other 
countries have to present compensation packages to expatriate managers that are 
competitive in take-home, rather than gross, pay. HRM responses to these issues af¬ 
fecting expatriate managers will be discussed in more detail later in this chapter. 

These differences in economies can have a profound impact on pay systems, par¬ 
ticularly among global companies seeking to develop an international compensation 
and reward system that maintains cost controls while enabling local operations to 
compete in the war for talent. One recent study examining how compensation man¬ 
agers design these systems indicates that they look at a number of factors including 
the global firm strategy, the local regulatory/political context, institutions and stake¬ 
holders, local markets, and national culture. While they try to learn from the best 
practices that exist globally, they balance these approaches with the constraints im¬ 
posed by the local environment. 30 

In conclusion, every country varies in terms of its culture, human capital, legal sys¬ 
tem, and economic systems. These variations directly influence the types of HRM sys¬ 
tems that must be developed to accommodate the particular situation. The extent to 
which these differences affect a company depends on how involved the company is 
in global markets. In the next sections we discuss important concepts of global busi¬ 
ness and various levels of global participation, particularly noting how these factors 
come into play. The "Competing in the New Economy" box on the next page illus¬ 
trates how all of these factors influence competitiveness in a global economy. 


••• Managing Employees 
in a Global Context 

Types of International Employees 

Before discussing the levels of global participation, we need to distinguish between 
parent countries, host countries, and third countries. A parent country is the coun¬ 
try in which the company's corporate headquarters are located. For example, the 
United States is the parent country of General Motors. A host country is the coun¬ 
try in which the parent country organization seeks to locate (or has already located) 
a facility. Thus Great Britain is a host country for General Motors because GM has 
operations there. A third country is a country other than the host country or parent 
country, and a company mayor may not have a facility there. 

There are also different categories of employees. Expatriate is the term generally 
used for employees sent by a company in one country to manage operations in a dif¬ 
ferent country. With the increasing globalization of business, it is now important to 
distinguish among different types of expatriates. Parent,country nationals (PCNs) 

are employees who were born and live in the parent country. Host,country nation¬ 
als (HCNs) are those employees who were born and raised in the host, as opposed to 
the parent, country. Finally, third,country nationals (TCNs) are employees born in 
a country other than the parent country and host country but who work in the host 
country. Thus a manager born and raised in Brazil employed by an organization 10- 
cated in the United States and assigned to manage an operation in Thailand would 
be considered a TCN. 

Research shows that countries differ in their use of various types of international 
employees. One study revealed that Japanese multinational firms have more ethno¬ 
centric HRM policies and practices (they tend to use Japanese expatriate managers 


Parent country 

The country in which 
a company's 
corporate 
headquarters are 
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Host country 

The country in which 
the parent country 
organization seeks 
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Third country 
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Building the' 
Canadian Economy 



In this chapter we discuss some 
of the important factors that 
firms must consider when look¬ 
ing to expand internationally, 
including culture, education- 
human capital, the political sys¬ 
tem, and the economic system. 
A recent report produced by 
the Information Technology 
Association of Canada illus¬ 
trates the importance of these 
factors. The report, titled "To¬ 
ward a Culture of Innovation," 
provides guidance for how 
Canada can build a more com¬ 
petitive economy within the 
global economic landscape 


through building a knowledge- 
based society. The report 
suggests seven actions that 
track closely with the factors we 
have discussed. 

1. Investing strategically in 
education. The report 
suggests that the lack of 
qualified workers, particularly 
in the IT and science fields, 
will both stifle economic 
growth and cause firms to 
move operations to countries 
where such skills are in 
greater abundance ..The 
report's solution is increased 


public investment in 
education. 

2. Better business manage¬ 
ment. The report notes that 
an enormous hunger for 
management expertise exists 
(again, a human capital con¬ 
cern), but expands the 
concept of leadership to 
making every employee a 
leader. The report advocates 
both cultivating new types of 
business leaders and making 
a leader of every decision 
maker in the workplace. 

3. Better access to capital. Not¬ 
ing that debate exists for 


more than local host-country nationals) than either European or U.S. firms. This 
study also found that the use of ethnocentric HRM practices is associated with more 
HRM problems. 3 ! 


Levels of Global Participation 

We often hear companies referred to as "multinational" or "international." However, 
it is important to understand the different levels of participation in international mar¬ 
kets. This is especially important because as a company becomes more involved in in¬ 
ternational trade, different types of HRM problems arise. In this section we examine 
Nancy Adler's categorization of the various levels of international participation from 
which a company may choose. 32 Figure 15.3 depicts these levels of involvement. 

Domestic 

Most companies begin by operating within a domestic marketplace. For example, an 
entrepreneur may have an idea for a product that meets a need in the U.S. market¬ 
place. This individual then obtains capital to build a facility that produces the prod¬ 
uct or service in a quantity that meets the needs of a small market niche. This requires 
recruiting, hiring, training, and compensating a number of individuals who will be in¬ 
volved in the production process, and these individuals are usually drawn from the 
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whether Alexander Graham 
Bell invented the telephone 
in the United States or 
Canada, the report acknowl¬ 
edges that the financial 
backing for the innovation 
came from the United States. 
The report advocates build¬ 
ing better venture capital 
markets to fuel investments 
in innovative firms. 

4. Business tax reform. The 
report notes that lower 
business tax rates, although 
not as popular as personal 
tax reductions, will have a 
more important role in 
building Canada's economy. 
This includes lowering 
corporate tax rates, reducing 
tax rates on capital gains, 
and improving capital cost 
allowances for information 
and communications 
technology to encourage the 
adoption of these tools. 

5. Transforming the workplace. 


The combination of more 
qualified people and 
increased information and 
communications technology 
will allow Canadian firms to 
create a more productive 
workplace. The report notes 
that in the hands of 
educated employees, 
communications and 
information technology can 
fuel productivity, agility, and 
innovation. 

6. Investing strategically in a 
national broadband network 
and government online. The 
report notes that a 
broadband network linking 
all communities would 
enable Canadians to deploy 
new tools to exchange new 
ideas and new products with 
new markets. 

7. Brand Canada. The report 
notes the need for Canada 
to build a brand image as 
strong as that of the Nike 


"swoosh." This brand would 

signify 

• Excellence in social capital 
and infrastructure. 

• Excellence in quality of 
life. 

• Excellence in applying 
human knowledge for the 
improvement of 
humankind. 

• Excellence in productivity. 

• Excellence in education 
and workplace talent. 

• Excellence in innovation 
and technology. 

• Excellence in work 
rewards and 
compensation. 

This report illustrates the key 
factors that go into building an 
economy. As you can see, these 
factors highlight the importance 
of strategic HRMon a national 
as well as a firm level. 

SOURCE: "Toward a Culture of Innovation," 
'www.itac.cal 


local labor market. The focus of the selection and training programs is often on the 
employees' technical competence to perform job-related duties and to some extent on 
interpersonal skills. In addition, because the company is usually involved in only one 
labor market, determining the market rate of pay for various jobs is relatively easy. 


FIGURE 15.3 
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As the product grows in popularity, the owner might choose to build additional fa¬ 
cilities in different parts of the country to reduce the costs of transporting the prod¬ 
uct over large distances. In deciding where to locate these facilities, the owner must 
consider the attractiveness of the local labor markets. Various parts of the country 
may have different cultures that make those areas more or less attractive according to 
the work ethics of the potential employees. Similarly, the human capital in the dif¬ 
ferent areas may vary greatly because of differences in educational systems. Finally, 
local pay rates may differ. It is for these reasons that the U.S. economy in the past 10 
years has experienced a movement of jobs from northern states, which are character¬ 
ized by strong unions and high labor costs, to the Sunbelt states, which have lower 
labor costs and are less unionized. 

Incidentally, even domestic companies face problems with cultural diversity. In the 
United States, for example, the representation of women and minorities is increasing 
within the workforce. These groups come to the workplace with worldviews that dif¬ 
fer from those of the traditional white male. Thus we are seeing more and more em¬ 
phasis on developing systems for managing cultural diversity within single-country 
organizations, even though the diversity might be on a somewhat smaller scale than 
the diversity of cultures across national boundaries. 33 

It is important to note that companies functioning at the domestic level face an 
environment with very similar cultural, human capital, political-legal, and economic 
situations, although some variation might be observed across states and geographic 
areas. 


International 

As more competitors enter the domestic market, companies face the possibility of los¬ 
ing market share; thus they often seek other markets for their products. This usually 
requires entering international markets, initially by exporting products but ultimately 
by building production facilities in other countries. The decision to participate in in¬ 
ternational competition raises a host of human resource issues. All the problems re¬ 
garding locating facilities are magnified. One must consider whether a particular lo¬ 
cation provides an environment where human resources can be successfully acquired 
and managed. 

Now the company faces an entirely different situation with regard to culture, 
human capital, the political-legal system, and the economic system. For example, the 
availability of human capital is of utmost importance, and there is a substantially 
greater variability in human capital between the United States and other countries 
than there is among the various states in the United States. 

A country's legal system may also present HRM problems. For example, France has 
a relatively high minimum wage, which drives labor costs up. In Germany companies 
are legally required to offer employees influence in the management of the firm. Com¬ 
panies that develop facilities in other countries have to adapt their HRM practices to 
conform to the host country's laws. This requires the company to gain expertise in the 
country's HRM legal requirements and knowledge about how to deal with the coun¬ 
try's legal system, and it often requires the company to hire one or more HCNs. In 
fact, some countries legally require companies to hire a certain percentage of HCNs 
for any foreign-owned subsidiary. 

Finally, cultures have to be considered. To the extent that the country's culture is 
vastly different from that of the parent organization, conflicts, communication prob¬ 
lems, and morale problems may occur. Expatriate managers must be trained to iden- 




Many executives at U.S. compa¬ 
nies assume that competing in 
different countries will require 
some minor modifications in 
business processes and prac¬ 
tices due to legal, political, and 
cultural differences, but few un¬ 
derstand how different the 
business environment can truly 
be. Selling soft drinks in Colom¬ 
bia, South America, exemplifies 
the divergence from a tradi¬ 
tional U.S.-based approach to 
selling them. 

Carlos Manuel Acevedo 
manages a soft-drink bottling 
plant for Postobon-formally 
Gaseosas Posada Tobon, SA- 
in Barrancabermeja, Colombia. 
Soon after he arrived, the local 
leader of a guerrilla group 
known as the National Libera¬ 
tion Army visited and an¬ 
nounced that he needed 50 
cases of beer and 20 cases of 
soda. Two guerrilla groups com¬ 
pete for power in the local area. 


moving freely about the region. 
These guerrillas, financed by 
extorting Colombian and for- 
eign-owned companies and pro¬ 
tecting drug producers, mainly 
force the government to meet 
certain demands such as agrar¬ 
ian reform, rather than seeking 
to overthrow the government. 
Given that his predecessor had 
been gunned down by the guer¬ 
rilla group in front of the plant, 
Mr. Acevedo quickly decided to 
provide the beverages at a 10 
percent discount. 

To minimize the risk of kid¬ 
napping, Mr. Acevedo changes 
the timing and site of monthly 
management meetings. He 
avoids visiting the local army 
bases. He denies making pro¬ 
tection payments to the 
guerrillas to avoid problems, 
but many companies secretly 
do. Hijackings or torchings of 
delivery trucks are not common, 
but do occur occasionally. 


In addition, competition for 
customers is fierce, and sales 
techniques differ in their ap¬ 
proach from those in the United 
States. For example, one sales¬ 
man for Postobon sought to 
make a sale with a vocational 
school by offering complimen¬ 
tary five-gallon water bottles, 
$600 in cash, a new kiosk, and 
80 free cases of soda. The com¬ 
peting salesman at Coca-Cola 
made a similar offer, though 
Coca-Cola officials state that 
they do not normally pay cash 
for contracts. However, Posto¬ 
bon won the contract by also 
offering uniforms for the soccer 
team and newly painted lines 
on the school's soccer field. 

SOURCE: From The Wall Street Journal, 
Eastern Edition by T. Vogel. Copyright © 

1998 by Dow Jones & Co.* Inc. Reproduced 
with permission of Dow Jones & Co., Inc. via 
Copyright Clearance Center. 


tify these cultural differences, and they must be flexible enough to adapt their styles 
to those of their host country. This requires an extensive selection effort to identify 
individuals who are capable of adapting to new environments and an extensive train¬ 
ing program to ensure that the culture shock is not devastating. The "Competing 
through Globalization" box illustrates just how different the environment can be in 
different countries. 


Multinational \ 

Whereas international companies build one or a few facilities in another country, 
they become multinational when they build facilities in a number of different coun¬ 
tries, attempting to capitalize on lower production and distribution costs in different 
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locations. The lower production costs are gained by shifting production from higher- 
cost locations to lower-cost locations. For example, some of the major U.S. automak¬ 
ers have plants all over the world. They continue to shift their production from the 
United States, where labor unions have gained high wages for their members, to 
maquiladora facilities in Mexico, where the wages are substantially lower. Similarly, 
these companies minimize distribution costs by locating facilities in Europe for man¬ 
ufacturing and assembling automobiles to sell in the European market. They are also 
now expanding into some of the former Soviet bloc countries to produce automobiles 
for the European market. 

The FIRM problems multinational companies face are similar to those interna¬ 
tional companies face, only magnified. Instead of having to consider only one or two 
countries' cultural, human capital, legal, and economic systems, the multinational 
company must address these differences for a large number of countries. This accen¬ 
tuates the need to select managers capable of functioning in a variety of settings, give 
them necessary training, and provide flexible compensation systems that take into ac¬ 
count the different market pay rates, tax systems, and costs of living. 

Multinational companies now employ many "inpatriates"-managers from different 
countries who become part of the corporate headquarters staff. This creates a need to 
integrate managers from different cultures into the culture of the parent company. In 
addition, multinational companies now take more expatriates from countries other 
than the parent country and place them in facilities of other countries. For example, a 
manager from Scotland, working for a U.s. company, might be assigned to run an op¬ 
eration in South Africa. This practice accentuates the need for cross-cultural training 
to provide managerial skills for interaction with individuals from different cultures. 


Transnational scope 

A company's ability 
to make HRM 
decisions from an 
international 
perspective. 


Global 

Many researchers now propose a fourth level of integration: global organizations. 
Global organizations compete on state-of-the-art, top-quality products and services 
and do so with the lowest costs possible. Whereas multinational companies attempt 
to develop identical products distributed worldwide, global companies increasingly 
emphasize flexibility and mass customization of products to meet the needs of partic¬ 
ular clients. Multinational companies are usually driven to locate facilities in a coun¬ 
try as a means of reaching that country's market or lowering production costs, and the 
company must deal with the differences across the countries. Global firms, on the 
other hand, choose to locate a facility based on the ability to effectively, efficiently, 
and flexibly produce a product or service and attempt to create synergy through the 
cultunil differences. 

This creates the need for HRM systems that encourage flexible production (thus 
presenting a host ofHRM issues). These companies proactively consider the cultures, 
human capital, political-legal systems, and economic systems to determine where 
production facilities can be located to provide a competitive advantage. Global com¬ 
panies have multiple headquarters spread across the globe, resulting in less hierarchi¬ 
cally structured organizations that emphasize decentralized decision making. This re¬ 
sults in the need for human resource systems that recruit, develop, retain, and use 
managers and executives who are competent transnationally. 

A transnational HRM system is characterized by three attributes.34 Transnational 
scope refers to the fact that HRM decisions must be made front a global rather than 
a national or regional perspective. This creates the need to make decisions that bal¬ 
ance the need for uniformity (to ensure fair treatment of all employees) with the need 
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for flexibility (to meet the needs of employees in different countries). Transnational 
representation reflects the multinational composition of a company's managers. 
Global participation does not necessarily ensure that each country is providing man¬ 
agers to the company's ranks. This is a prerequisite if the company is to achieve the 
next attribute. Transnational process refers to the extent to which the company's 

planning and decision-making processes include representatives and ideas from a va¬ 
riety of cultures. This attribute allows for diverse viewpoints and knowledge associ¬ 
ated with different cultures, increasing the quality of decision making. 

These three characteristics are necessary for global companies to achieve cultural 
synergy. Rather than simply integrating foreigners into the domestic organization, a 
successful transnational company needs managers who will treat managers from other 
cultures as equals. This synergy can be accomplished only by combining selection, 
training, appraisal, and compensation systems in such a way that managers have a 
transnational rather than a parochial orientation. However, a survey of 50 companies 
in the United States and Canada found that global companies' HRM systems are far 
less transnational in scope, representation, and process than the companies' strategic 
planning systems and organizational structures,35 

In conclusion, entry into international markets creates a host of HRM issues that 
must be addressed if a company is to gain competitive advantage. Once the choice has 
been made to compete in a global arena, companies must seek to manage employees 
who are sent to foreign countries (expatriates and third-country nationals). This 
causes the need to shift from focusing only on the culture, human capital, political- 
legal, and economic influences of the host country to examining ways to manage the 
expatriate managers who must be located there. Selection systems must be developed 
that allow the company to identify managers capable of functioning in a new culture. 
These managers must be trained to identify the important aspects of the new culture 
in which they will live as well as the relevant legal-political and economic systems. 
Finally, these managers must be compensated to offset the costs of uprooting them¬ 
selves and their families to move to a new situation vastly different from their previ¬ 
ous lives. In the next section we address issues regarding management of expatriates. 
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Managing Expatriates in Global Markets 

We have outlined the major macro-level factors that influence HRM in global mar¬ 
kets. These factors can affect a company's decision whether to build facilities in a 
given country. In addition, if a company does develop such facilities, these factors 
strongly affect the HRM practices used. However, one important issue that has been 
recognized over the past f~w years is the set of problems inherent in selecting, train¬ 
ing, compensating, and reintegrating expatriate managers. 

The importance to the company's profitability of making the right expatriate as¬ 
signments should not be underestimated. Expatriate managers’ average compensation 
package is approximately $250,000,36 and the cost of an unsuccessful expatriate as¬ 
signment (that is, a manager returning early) is approximately $100,000.37 i n spite of 
the importance of these assignments, U.S. organizations have been astoundingly un¬ 
successful in their use of expatriates. Between 16 and 40 percent of all U.S. employ¬ 
ees sent on expatriate assignments overseas return early, a rate almost two to three 
times that of foreign nationals,38 In addition, of those expatriates who re~ain on as¬ 
signment, many are ineffective, resulting in a loss of productivity. In fact. 30 to 50 
percent of U.S. expatriates are evaluated by their firms as either ineffective or mar¬ 
ginally effective in their performance.39 
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In this final section of the chapter, we discuss the major issues relevant to the man¬ 
agement of expatriate managers. These issues cover the selection, training, compen¬ 
sation, and reacculturation of expatriates. 


Selection of Expatriate Managers 

One of the major problems in managing expatriate managers is determining which in¬ 
dividuals in the organization are most capable of handling an assignment in a differ¬ 
ent culture. Expatriate managers must have technical competence in the area of op¬ 
erations; otherwise they will be unable to earn the respect of subordinates. However, 
technical competence has been almost the sole variable used in deciding whom to 
send on overseas assignments, despite the fact that multiple skills are necessary for 
successful performance in these assignments.4o 

A successful expatriate manager must be sensitive to the country's cultural norms, 
flexible enough to adapt to those norms, and strong enough to make it through the 
inevitable culture shock. In addition, the manager's family must be similarly capable 
of adapting to the new culture. These adaptive skills have been categorized into three 
dimensions :41 (1) the self dimension (the skills that enable a manager to maintain a 
positive self-image and psychological well-being); (2) the relationship dimension 
(the skills required to foster relationships with the host-country nationals); and (3) 
the perception dimension (those skills that enable a manager to accurately perceive 
and evaluate the host environment). One study of international assignees found that 
they considered the following five factors to be important in descending order of im¬ 
portance: family situation, flexibility and adaptability, job knowledge and motivation, 
relational skills, and extracultural openness.42 Table 15.4 presents a series of consid¬ 
erations and questions to ask potential expatriate managers to assess their ability to 
adapt to a new cultural environment. 

Little evidence suggests that U.S. companies have invested much effort in at¬ 
tempting to make correct expatriate selections. One researcher found that only 5 per¬ 
cent of the firms surveyed administered any tests to determine the degree to which 
expatriate candidates possessed cross-cultural skills. 44 More recent research reveals 
that only 35 percent of firms choose expatriates from multiple candidates and that 
those firms emphasize only technical job-related experience and skills in making 
these decisions. 44 These findings glaringly demonstrate that U.S. organizations need 
to improve their success rate in overseas assignments. As discussed in Chapter 6, the 
technology for assessing individuals' knowledge, skills, and abilities has advanced. 
The potential for selection testing to decrease the failure rate and productivity prob- 
lems-ofU.S. expatriate managers seems promising. 

A final issue with regard to expatriate selection is the use of women in expatriate 
assignments. For a long time U.S. firms believed that women would not be successful 
managers in countries where women have not traditionally been promoted to man¬ 
agement positions (such as in Japan and other Asian countries). However, recent ev¬ 
idence indicates that this is not true. Robin Abrams, an expatriate manager for Apple 
Computer's Hong Kong office, states that nobody cares whether "you are wearing 
trousers or a skirt if you have demonstrated core competencies." In fact, some women 
believe that the novelty of their presence among a group of men increases their cred¬ 
ibility with locals. Thus the number of female expatriates doubled to 12 percent from 
1990 to 1995 and is expected to increase to 20 percent by the year 2000, according 
to one survey.45 
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TABLE 15.4 

Interview Worksheet for International Candidates 

Motivation 

• Investigate reasons and degree of interest in wanting to be considered. 

• Determine desire to work abroad, verified by previous concerns such as personal travel, language training, 
reading, and association with foreign employees or students. 

• Determine whether the candidate has a realistic understanding of what working and living abroad requires. 

• Determine the basic attitudes of the spouse toward an overseas assignment. 

Health 

• Determine whether any medical problems of the candidate or his or her family might be critical to the 
success of the assignment. 

• Determine whether he or she is in good physical and mental health, without any foreseeable change. 

Language ability 

• Determine potential for learning a new language. 

• Determine any previous language(s) studied or oral ability (judge against language needed on the 
overseas assignment). 

• Determine the ability of the spouse to meet the language requirements. 

Family considerations 

• How many moves has the family made in the past among different cities or parts of the United States? 

• What problems were encountered? 

• How recent was the last move? 

• What is the spouse's goal in this move? 

• What are the number of children and the ages of each? 

• Has divorce or its potential, or death of a family member, weakened family solidarity? 

• Will all the children move? Why or why not? 

• What are the location, health, and living arrangements of grandparents and the number of trips normally 
made to their home each year? 

• Are there any special adjustment problems that you would expect? 

• How is each member of the family reacting to this possible move? 

• Do special educational problems exist within the family? 

Resourcefulness and initiative 

• Is the candidate independent; can he make and stand by his decisions and judgments? 

• Does she have the intellectual capacity to deal with several dimensions simultaneously? 

• Is he able to reach objectives and produce results with whatever personnel and facilities are available, 
regardless of the limitations and barriers that might arise? 

• Can the candidate operate without a clear definition of responsibility and authority on a foreign 
assignment? 

• Will the candidate be able to explain the aims and company philosophy to the local managers and 
workers? 

• Does she possess sufficient self-discipline and self-confidence to overcome difficulties or handle complex 
problems? 

• Can the candidate work without supervision? 

• Can the candidate operate effectively in a foreign environment without normal communications and 
supporting services? 

Adaptability 

• Is the candidate sensitive to others, open to the opinions of others, cooperative, and able to compromise? 

• What are his reactions to new situations, and efforts to understand and appreciate differences? 

• Is she culturally sensitive, aware, and able to relate across the culture? 

• Does the candidate understand his own culturally derived values? 

• How does the candidate react to criticism? 


continues on page 638 
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TABLE 15.4 

Interview Worksheet for international Candidates concluded 
Adaptability continued 

• What is her understanding of the U.S. government system? 

• Will he be able to make and develop contacts with peers in the foreign country? 

• Does she have patience when dealing with problems? 

• Is he resilient; can he bounce back after setbacks? 

Career planning 

• Does the candidate consider the assignment anything other than a temporary overseas trip? 

• Is the move consistent with her progression and that planned by the company? 

• Is his career planning realistic? 

• What is the candidate's basic attitude toward the company? 

• Is there any history or indication of interpersonal problems with this employee? 

Financial 

• Are there any current financial and/or legal considerations that might affect the assignment, such as house 
purchase, children and college expenses, car purchases? 

• Are financial considerations negative factors? Will undue pressures be brought to bear on the employee or 
her family as a result of the assignment? 


SOURCEReprintedwith permission,pp. 55-57 from Multinational People Management, by D.M. Noer. Copyright © 1989by 
the Bureauof National Affairs, Inc., Washington, DC 20037. 


Training and Development of Expatriates 

Once an expatriate manager has been selected, it is necessary to prepare that man¬ 
ager for the upcoming assignment. Because these individuals already have job-related 
skills, some firms have focused development efforts on cross-cultural training. A re¬ 
view of the cross-cultural training literature found support for the belief that cross- 
cultural training has an impact on effectiveness.46 However, in spite of this, cross- 
cultural training is hardly universal. According to one 1995 survey, nearly 40 percent 
of the respondents offered no cross-cultural preparation to expatriates. 47 

What exactly is emphasized in cross-cultural training programs? The details re¬ 
garding these programs were discussed in Chapter 7. However, for now, it is impor¬ 
tant to know that most attempt to create an appreciation of the host country's cul¬ 
ture so that expatriates can behave appropriately .48 This entails emphasizing a few 
aspects of cultural sensitivity. First, expatriates must be clear about their own cultural 
background, particularly as it is perceived by the host nationals. With an accurate cul¬ 
tural self-awareness, managers can modify their behavior to accentuate the effective 
characteristics while minimizing those that are dysfunctional.49 Table 15.5 displays 
the ways Americans tend to be perceived by people in other countries. 

Second, expatriates must understand the particular aspects of culture in the new 
work environment. Although culture is an elusive, almost invisible phenomenon, as¬ 
tute expatriate managers must perceive the culture and adapt their behavior to it. 
This entails identifying the types of behaviors and interpersonal styles that are con¬ 
sidered acceptable in both business meetings and social gatherings. For example, 
Germans value promptness for meetings to a much greater extent than do Latin 
Americans. 
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TABLE 15.5 

People from other countries are often puzzled and intrigued by the intricacies and A' 0 

enigmas o f cuWe. H ere isase'ectlon o f 'fectua o servattons foreigners S me ffi ans as 

visiting the United States. As you read them, ask yourself in each case whether the ee em 

observer is accurate and how you would explain the trait in question. 

India 

"Americans seem to be in a perpetual hurry. Just watch the way they walk down 
the street. They never allow themselves the leisure to enjoy life; there are too 
many things to do." 

Kenya 

"Americans appear to us rather distant. They are not really as close to other 
people-even fellow Americans-as Americans overseas tend to portray. It's 
almost as if an American says, 'I won't let you get too close to me.' It's like building 
a wall." 

Turkey 

"Once we were out in a rural area in the middle of nowhere and saw an American 
come to a stop sign. Though he could see in both directions for miles and no 
traffic was coming, he still stopped!" 

Colombia 

"The tendency in the United States to think that life is only work hits you in the 
face. Work seems to be the one type of motivation." 

Indonesia 

"In the United States everything has to be talked about and analyzed. Even the 
littlest thing has to be 'Why, Why, Why?' I get a headache from such persistent 
questions. " 

Ethiopia 

"The American is very explicit; he wants a 'yes’ or 'no.' If someone tries to speak 
figuratively, the American is confused." 

Iran 

"The first time ... my [American] professor told me, 'I don't know the answer, I will 
have to look it up: I was shocked. I asked myself, 'Why is he teaching me?' In my 
country, a professor would give the wrong answer rather than admit ignorance." 


SOURCE: J. Feig and G. Blair, There Is a Difference, 2nd ed. (Washington, DC: Meridian House 
International, 1980). As cited in N. Adler, International Dimensions of Organizational Behavior, 2nd 
ed. (Boston: PWS-Kent, 1991). 


Finally, expatriates must learn to communicate accurately in the new culture. 
Some firms attempt to use expatriates who speak the language of the host country, 
and a few provide language training. However, most companies simply assume that 
the host-country nationals all speak the parent-country's language. Although this as¬ 
sumption might be true, seldom do these nationals speak the parent-country language 
fluently. Thus expatriate managers must be trained to communicate with others when 
language barriers exist. Table 15.6 offers some tips for communicating across language 
barriers. 

Effective cross-cultural training helps ease an expatriate's transition to the new 

work environment. It can also help avoid costly mistakes, such as the expatriate who 

\ 

attempted to bring two bottles of brandy into the Muslim country of Qatar. The 
brandy was discovered by customs; not only was the expatriate deported, the company 
was also "disinvited” from the country,so 


h 

t ers 
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TABLE 15.6 

Communicating 
across Language 
Barriers 


Wribri b dhm d w 

• Clear, slow speech. Enunciate each word. Do not us® colloquial expressions. 

• Repetition. Repeat eath important idea using different words to explain the 
same concept. 

• SlmpleSentences. Avoid compound, long sentences. 

• Actb/everbs. Avoid-passives 

Nonverbal behavior 

• Visual restatements. Use as many visual restatements as possible, such as 
pictures, graphs, tables, and slides. 

• Gestures. Use more facial and hand gestures to emphasize the meaning of 
words. 

• Demonstration. Act out as many themes as possible. 

• Pauses. Pause more frequently. 

• Summaries. Hand out written summaries of your verbal presentation. 

wnruMwapn «• ,*j \ 

« S/fence. When there is a silence, wait. Do not jump in to fill the silence. The |||||g 
other person is probably just thinking more slowly in the nonnative language or 

'""““S, Do not equ.tt poo, sr,™,., «nd mlspfonundrton with lack « 

" f a sign of second-language use. 

»nce, not similarity. 

.omprenenslon 




• Understanding. 
not understand. 

• Checking co 


: just assume that they understand; assume that they do 


on. Have colleagues repeat their understanding of the 
material back to you. Do not simply ask whether they understand or not. Let 
them explain what they understand to you. 


Breaks, Take more frequent breaks. Second-language compi 



• Small modules. D ivide the material into smaller modules. 

• Longer time frame. Allocate more time for each module than usual in a 
monolingual program. 

Motivation 

• Encouragement. Verbally and nonverbally encourage and reinforce speaking by 
nonnative language participants. 

• Drawing out. Explicitly draw out marginal and passive participants. 

• Reinforcement. Do not embarrass novice speakers. 


SOURCE: Used with permission of N. Adler, International Dimensions of Organizational Behavior, 
2nd ed. (Boston: PWS-Kent, 1991). 


Compensation of Expatriates 

One of the more troublesome aspects of managing expatriates is determining the 
compensation package. As previously discussed, these packages average $250,000, but 
it is necessary to examine the exact breakdown of these packages. Most use a balance 
sheet approach to determine the total package level. This approach entails develop¬ 
ing a total compensation package that equalizes the purchasing power of the expatri¬ 
ate manager with that of employees in similar positions in the home country and pro- 
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SOURCE: C. Reynolds, "Compensation of Overseas Personnel," in Handbook of Human 
Resource Administration, 2nd ed., J.J. Famularo (New York: McGraw-Hill, 1986), p. 51. 
Reprinted with permission. 


FIGURE 15.4 

The Balance Sheet 
for Determining 
Expatriate 
Compensation 


vides incentives to offset the inconveniences incurred in the location. Purchasing 
power includes all of the expenses associated with the expatriate assignment. Ex¬ 
penses include goods and services (food, personal care, clothing, recreation, and 
transportation), housing (for a principal residence), income taxes (paid to federal and 
local governments), reserve (savings, payments for benefits, pension contributions), 
and shipment and storage (costs associated with moving and/or storing personal be¬ 
longings). A typical balance sheet is shown in Figure 15.4. 

As you can see from this figure, the employee starts with a set of costs for taxes, 
housing, goods and services, and reserve. However, in the host country, these costs are 
significantly higher. Thus the company must make up the difference between costs in 
the home and those in the host country, and then provide a premium and/or incen¬ 
tive for the employee to go through the trouble of living in a different environment. 
Table 15.7 provides an idea of just how much these add-ons can cost for an expatri¬ 
ate. As we see, these combined benefits amount to a 114 percent increase in com¬ 
pensation cost above the base pay. 

Total pay packages have four components. First, there is the base salar,y. Deter¬ 
mining the base salary is not a simple matter, however. Fluctuating exchange rates be¬ 
tween countries may make an offered salary a raise some of the time, a pay cut at other 
times. In addition, the base salary may be based on comparable pay in the parent 
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TABLE 15.7 
Average Amount of 
Allowance as a 
Percentage of Base 
Pay 



SOURCE: From HRMagazine by B. Fitzgerald-Turner. Copyright © 1997 by Society tor Human 
Resource Management. Reproduced with permission of Society for Human Resource Management 
via Copyright Clearance Center. 

country, or it may be based on the prevailing market rates for the job in the host coun¬ 
try. Expatriates are often offered a salary premium beyond that of their present salary 
as an inducement to accept the expatriate assignment. 

Tax equalization allowances are a second component. They are necessary because 
of countries' different taxation systems in high-tax countries. For example, a senior 
executive earning $100,000 in Belgium (with a maximum marginal tax rate of 70.8 
percent) could cost a company almost $1 million in taxes over five to seven years. 51 
Under most tax equalization plans, the company withholds the amount of tax to be 
paid in the home country, then pays all of the taxes accrued in the host country. 

A third component, benefits, presents additional compensation problems. Most of 
the problems have to do with the transportability of the benefits. For example, if an 
expatriate contributing to a pension plan in the United States is moved to a different 
country, does the individual have a new pension in the host country, or should the in¬ 
dividual be allowed to contribute to the existing pension in her home country? What 
about health care systems located in the United States? How does the company en¬ 
sure that expatriate employees have equal health care coverage? For example, in one 
company, the different health care plans available resulted in situations where it 
might cost significantly less to have the employee fly to the United States to have a 
procedure performed rather than to have it done in the host country. However, the 
health plans did not allow this alternative. 

Finally, allowances are often offered to make the expatriate assignment less unat¬ 
tractive. Cost-of-living allowances are payments that offset the differences in expen¬ 
ditures on day-to-day necessities between the host country and the parent country. 
Housing allowances ensure that the expatriate can maintain the same home-country 
living standard. Education allowances reimburse expatriates for the expense of plac¬ 
ing their children in private English-speaking schools. Relocation allowances cover 
all the expenses of making the actual move to a new country, including transporta¬ 
tion to and from the new location, temporary living expenses, and shipping and/or 
storage of personal possessions. Figure 15.5 illustrates a typical summary sheet for an 
expatriate manager's compensation package. The "Competing by Meeting Stake¬ 
holders' Needs" box on page 644 discusses how the war on terrorism is creating expa¬ 
triate management problems. 

Reacculturation of Expatriates 

A final issue of importance to managing expatriates is dealing with the reaccultura¬ 
tion process when the managers reenter their home country. Reentry is no simple feat. 
Culture shock takes place in reverse. The individual has changed, the company has 
changed, and the culture has changed while the expatriate was overseas. According 
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John H. Doe 

1 October 2001 


Name 

Effective date 


Singapore 

Manager, SLS./Serv. AP/ME 

Location of assignment 

Title 


Houston, Texas 

1234 202 

202 

Home base 

Emp. no. LCA code 

Tax code 

Reason for Change: 

International Assignment 




Old 

New 

Monthly base salary 


$5,000.00 

Living cost allowance 


$1,291.00 

Foreign service premium 


$ 750.00 

Area allowance 


-0- 

Gross monthly salary 


$7,041.00 

Housing deduction 


$ 500.00 

Hypothetical tax 


$ 570.00 

Other 



Net monthly salary 


$5,971.00 


Prepared by 

_*——- 

Vice President, Human Resources 


Date 


Date 




to one source, 60 to 70 percent of expatriates did not know what their position would 
be upon their return, and 46 percent ended up with jobs that gave them reduced au¬ 
tonomy and authority. 52 Twenty percent of workers want to leave the company when 
they return from an overseas assignment, and this presents potentially serious morale 
and productivity problems)3 In fact, the most recent estimates are that 25 percent of 
expatriate managers leave the company within one year of returning from their ex¬ 
patriate assignments. 54 If these repatriates leave, the company has virtually no way to 
recoup its substantial investment in human capital , 55 


FIGURE 15.5 
International 
Assignment 
Allowance Form 





On September 11, 2001, the 
world changed. The terrorist at¬ 
tacks killed numerous people at 
work that day, but the impact 
was not limited to them. Those 
who returned to work on the 
12th returned to a new work¬ 
place as new people. The war 
in Afghanistan and continued 
terrorist warnings from the 
United States government un¬ 
derscore the events' impact on 
Americans in the United States 
and elsewhere in the world. 

In particular, consider the sit¬ 
uation of American citizens 
working as expatriates. Prior to 
September 11, 2001, they lived 
relatively normal lives free from 
security concerns. However, 
with recent threats on American 


interests domestically and 
abroad, they feel heightened 
insecurity, and the attractive¬ 
ness of expatriate assignments 
has changed. The terrorist 
threat has reduced enthusiasm 
for such assignments. For ex¬ 
ample, the Global Gateway 
area on Monster.com is a site 
for Americans to look for inter¬ 
national jobs. It recorded a 12 
percent drop in visits in Sep¬ 
tember from the previous 
month. In addition, KPMG, the 
accounting firm in New York, 
surveyed HR executives about 
the impact of terrorism. Of 
those surveyed, 4 percent said 
that at least half of their work¬ 
force abroad has asked to 
return to the United States. In 


particular, those working in 
high-risk countries such as 
Egypt and Pakistan are the 
most likely to want to re¬ 
turn. 

The result is that com¬ 
pensation for expatriate 
candidates is likely to rise 
quickly. Candidates can ask 
for "extravagant demands 
such as paid housing in 
gated communities with 
24-hour security." In addi¬ 
tion, many may ask for 
more frequent trips home 
to be with family. 

SOURCE: E. Tahmincioglu, 
"Opportunities Mingle with Fear 
Overseas," The New York Times 
(October 24, 2001), p. G-1. 


Finding and Keeping the Best Employees 

Companies are increasingly making efforts to help expatriates through reacculturation. 
Two characteristics help in this transition process: communication and validation. 56 
Communication refers to the extent to which the expatriate receives information and 
recognizes changes while abroad. The closer the contact with the home organization 
while abroad, the more proactive, effective, and satisfied the expatriate will be upon 
reentry. Validation refers to the amount of recognition received by the expatriate upon 
return home. Expatriates who receive recognition from their peers and their bosses for 
their foreign work and their future potential contribution to the company have fewer 
troubles with reentry compared with those who are treated as if they were "out of the 
loop." Given the tremendous investment that firms make in expatriate employees, 
usually aimed at providing global experience that will help the company, firms cer¬ 
tainly do not want to lose expatriates after their assignments have concluded. 

Finally, one research study noted the role of an expatriate manager's expectations 
about the expatriate assignment in determining repatriation adjustment and job per¬ 
formance. This study found that managers whose job expectations (constraints and 
demands in terms of volume and performance standards) and nonwork expectations 
(living and housing conditions) were met exhibited a greater degree of repatriation 
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adjustment and higher levels of job performance. 57 Monsanto has an extensive repa¬ 
triation program that begins long before the expatriate returns. The program entails 
providing extensive information regarding the potential culture shock of repatriation 
and information on how family members, friends, and the office environment might 
have changed. Then, a few months after returning, expatriate managers hold "de¬ 
briefing" sessions with several colleagues to help work through difficulties. Monsanto 
believes that this program provides them with a source of competitive advantage in 
international assignments. 58 



As we discussed at the outset of the chapter, the terrorist attack on September 
11, 2001, and the ensuing war on terrorism are having a profound impact on the 
workplace. This impact is especially strong for global companies who must man¬ 
age employees from a variety of religions and nationalities and must do that 
across countries. 

The chapter discussed some of the cultural differences that exist among coun¬ 
tries and how these can often hinder communications between people from dif¬ 
ferent cultural backgrounds. It also discussed a number of issues with regard to 
managing expatriates, primarily with identifying and attracting employees to ac¬ 
cept expatriate assignments. 

Questions 

1. How can a global company manage the inevitable conflicts that will arise 
among individuals from different religious, racial, ethnic, and national groups 
who must work together within firms? How can these conflicts be overcome 
to create a productive work environment? 

2. What will firms have to do differently in managing expatriates, particularly 
U.S. or British citizens who are asked to take assignments in predominantly 
Muslim countries? 


Summa 


Today's organizations are more involved in international 
commerce than ever before, and the trend will continue. 
Recent historic events such as the development of the 
EEC, NAFTA, the growth of Asia, and GATT have ac¬ 
celerated the movement toward a global market. Compa¬ 
nies competing in the global marketplace require top- 
quality people to compete successfully. This requires that 
managers be aware of the many factors that significantly 
affect HRM in a global environment, such as culture. 


human capital, and the political-legal and economic sys¬ 
tems, and that they understand how these factors come 
into play in the various levels of global participation. Fi¬ 
nally, it requires that they be adept at developing HRM 
systems that maximize the effectiveness of all human re¬ 
sources, particularly with regard to expatriate managers. 
Managers cannot overestimate the importance of effec¬ 
tively managing human resources to gain competitive ad¬ 
vantage in today's global marketplace. 




1. What current trends and/or events (besides those men- the increased internationalization of the marketplace? 
tioned at the outset of the chapter) are responsible for 2. According to Hofstede (in Table 15.1), the United 
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States is low on power distance, high on individuality, 
high on masculinity, low on uncertainty avoidance, 
and low on long-term orientation. Russia, on the other 
hand, is high on power distance, moderate on individ¬ 
uality, low on masculinity, high on uncertainty avoid¬ 
ance, and low on long-term orientation. Many U.S. 
managers are transplanting their own HRM practices 
into Russia while companies seek to develop opera¬ 
tions there. How acceptable and effective do you think 
the following practices will be and why? (a) Extensive 
assessments of individual abilities for selection? (b) In¬ 
dividually based appraisal systems? (c) Suggestion sys¬ 
tems? (d) Self-managing work teams? 

3. The chapter notes that political-legal and economic 
systems can reflect a country's culture. The former East¬ 
ern bloc countries seem to be changing their politi¬ 


cal-legal and economic systems. Is this change brought 
on by their cultures, or will culture have an impact on 
the ability to change these systems? Why? 

4. Think of the different levels of global participation. 
What companies that you are familiar with exhibit the 
different levels of participation? 

5. Think of a time when you had to function in another 
culture (on a vacation or job). What were the major 
obstacles you faced, and how did you deal with them? 
Was this a stressful experience? Why? How can com¬ 
panies help expatriate employees deal with stress? 

6. What types of skills do you need to be able to manage 
in today's global marketplace? Where do you expect to 
get those skills? What classes and/or experiences will 
you need? 


Web Exercise 


mi 




. 


- - 


The introduction of a single currency, the euro, for coun¬ 
tries who are part of the European Economic Community, 
has important implications for multinational companies. 
Germany, France, Spain, Italy, Ireland, The Netherlands, 
Austria, Belgium, Finland, Portugal, and Luxembourg are 
the first members of the European Economic Community 
to adopt the euro. Go to |www.slirmglohal.org. | This is the 
website for the Society for Human Resource Management 
Global Forum. As you review the website, notice that it 
includes publications on topics related to the global man¬ 
agement of human resources as well as links to other web¬ 
sites that address global issues and provide country-specific 
information. 


Under "Publications" click on "International Mobility 
Management." This is a newsletter written by Arthur An¬ 
dersen. Current and back issues of the newsletter are 
available. To learn more about the euro and its implica¬ 
tions for HRM click on "Expatriate Newsletter, 4th Quar¬ 
ter 1998." 

Questions 

1. Why is the introduction of the euro a significant world 
economic event? 

2. What HR issues does the introduction of the euro pre¬ 
sent to multinational companies? 


inner People: From the Pages of BusinessWeek 


BusinessWeek 


The High Cost of France's Aversion to Layoffs 


It was a sad ending for appliance maker Moulinex, once 
considered an icon of French industry. On October 22, 
2001, a bankruptcy court approved the sale of most 
Moulinex assets and brands to French rival SEB. Nearly 
two-thirds of Moulinex's 8,800 employees will lose their 
jobs as a result. 

France's Socialist government reacted with predictable 
dismay, promising to help workers find new jobs. But gov¬ 
ernment officials—not just the Socialists but their conser¬ 
vative predecessors-bear blame for the company's de¬ 
mise. As Moulinex slid deeper into the red over the past 
decade, authorities repeatedly blocked management's ef¬ 
forts to cut costs. In August the government rejected a 
plan to shutter a refrigerator factory and layoff 670 work¬ 


ers. Instead, the company was ordered to resume talks with 
unions. By then it was too late. Moulinex had racked up 
$120 million in losses last year on sales of $1.1 billion. 
Bankruptcy beckoned. 

The Moulinex saga underscores a growing worry in cor¬ 
porate France. To stay competitive, companies need flexi¬ 
bility to trim their payrolls, especially now that Europe 
faces its steepest downturn in nearly a decade. But laying 
off workers in France is nightmarishly difficult. Labor laws 
require lengthy negotiations with unions over planned job 
reductions, and expensive severance packages for laid-off 
workers. On October 23, 2001, 56 leading French chief 
executives sent a letter to Prime Minister Lionel Jospin's 
government, warning that layoff policies were hurting 
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French competitiveness. "This trap must be loosened," 
they wrote. 

French executives have reason to worry. Germany, 
where governments traditionally have been as layoff- 
averse as in France, is looking a lot more open-minded 
these days. Companies ranging from electronics giant 
Siemens (SO to chipmaker Infineon Technologies 1IFX1 
to Commerzbank (CRZBY) have announced thousands of 
job cuts with only muted government response. Such flex¬ 
ibility could help German companies recover more 
quickly when the economy improves, says Antonella Mei- 
Pochtler, a senior vice president at Boston Consulting 
Group in Munich. 

In France it's another story. When consulting firm Bain 
& Co. recently polled chief executives of 125 leading 
French and German companies on their plans to weather 
the downturn, the German CEOs listed trimming payrolls 
as a top priority. But French bosses put layoffs well down 
their list, saying they would first cut back on purchasing, 
investment, and marketing. Apart from bankruptcy cases 
like Moulinex, virtually no companies have announced 
big layoffs in France this year. "We are still a civilized com¬ 
pany," said a France Telecom (FTE) spokesman recently, 
denying rumors that the phone operator was planning to 
eliminate jobs. 

HANDCUFFED. An analysis by the Organization for 
Economic Cooperation and Development shows that 
Germany's antilayoff laws are just as tough as France's. But 
French executives know even modest job cuts will ignite 
a political firestorm. Consider what happened to Groupe 


Danone (DA) CEO Franck Riboud last spring when he 
moved to close two factories employing 570 people. 
Riboud offered every worker a job at another factory or an 
attractive severance package. No matter. Protesters 
marched through Paris calling for a boycott of the food- 
maker, and the government introduced legislation, now 
pending, to fatten mandatory severance pay. 

With unemployment creeping back up to 9 percent 
and national elections due next year, the pressure to pro¬ 
tect jobs will only intensify. Already the government is 
pushing state-controlled Air France, which is reeling from 
a steep drop in traffic, to hire workers laid off by a bank¬ 
rupt regional carrier, AOM-Air Liberte. "We must use 
every tool at our disposal," says Communist Transport 
Minister Jean-Claude Gayssot. 

France Inc. may be ready to fight back. The October 23 
letter was signed by top bosses like Thierry Desmarest of 
TotalFinaElf and Jean-Martin Folz of Peugeot (PEUGY). 
Ultimately, they warn, workers will suffer if companies 
cannot restructure quickly enough to save themselves. But 
don't take the CEOs' word on that. Just ask the ex¬ 
employees of Moulinex. 

SOURCE: BusinessWeek online , lwww.businessweek.com 1 (November 5, 

2001). 

Questions 

1. Although no one likes to hear about companies laying 
off employees, are layoffs necessary? 

2. What are some of the negative outcomes of a no¬ 
layoff policy? 
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Objectives 

After reading this chapter, you should be able to: 


1. Describe the. roles 
that HRM plays in 
firms today and 
the categories of 
HRM activities. 

2. Discuss how the 
HRM function can 
define its mission 
and market. 


3. Explain the 
approaches to 
evaluating the 
effectiveness of 
HRM practices. 

4. Describe the new 
structures for the 
HRM function. 


5. Relate how 
process 

reengineering is 
used to review 
and redesign HRM 
practices. 

6. Discuss the types 
of new 

technologies that 
can improve the 
efficiency and 
effectiveness of 
HRM. 


7. Describe how 
outsourcing HRM 
activities can 
improve service 
delivery efficiency 
and effectiveness. 














Human resource departments 
are constantly evolving. As 
technology has advanced, 
many of these departments 
have been downsized. 
However, the function of HRM 
has also transformed from 
having a purely administrative 
focus to an increasingly more 
strategic one. What do you 
think of Tom Stewart's 
suggestion? 



Blowing Up 
HRM 


Fortune columnist 
Thomas A. Stewart 
wrote, "Nestling warm 
and sleepy in your 
company, like the asp 
in Cleopatra's bosom, 
is a department whose 


employees spend 80 
percent of their time 
on routine administra¬ 
tive tasks. Nearly every 
function of this depart¬ 
ment can be 
performed more ex¬ 
pertly for less by 
others. Chances are its 
leaders are unable to 
describe their contribu¬ 
tion to value added 
except in trendy, un- 


quantifiable, and 
wannabe terms-yet, 
like a serpent unaf¬ 
fected by its own 
venom, the depart¬ 
ment frequently 
dispenses to others 
advice on how to elim¬ 
inate work that does 
not add value. It is also 
an organization where 
the average advertised 
salary for professional 


staffers increased 30 
percent last year. 

"I am describing, of 
course, your human re 
sources department, 
and have a modest 
proposal: Why not 
blow it up?" 

SOURCE: T. Stewart, "Taking on 
the Last Bureaucracy," Fortune 
(January 15, 1996), p. 105. 
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••• Introduction 

Throughout this book we have emphasized how human resource management prac¬ 
tices can help companies gain a competitive advantage. We identified specific prac¬ 
tices related to managing the internal and external environment; designing work and 
measuring work outcomes; and acquiring, developing, and compensating human re¬ 
sources. We have also discussed the best of current research and practice to show how 
they may contribute to a company's competitive advantage. 

As Chapter 1 said, the role of the HRM function has been evolving over time. As 
we see in the opening vignette, it has now reached a crossroads. Although it began as 
a purely administrative function, most HR executives now see the function's major 
role as being much more strategic. However, this evolution has resulted in a mis¬ 
alignment between the skills and capabilities of members of the function and the new 
requirements placed on it. Virtually every HRM function in top companies is going 
through a transformation process to create a function that can play this new strategic 
role while successfully fulfilling its other roles. Managing this process is the subject of 
this chapter. First we discuss the various activities of the HRM function. Then we ex¬ 
amine how to develop a market- or customer-oriented HRM function. We then de¬ 
scribe the current structure of most HRM functions. Finally, we explore measurement 
approaches for assessing the effectiveness of the function . 


••• Activities of HRM 

In order to understand the transformation going on in HRM. one must understand 
HRM activities in terms of their strategic value. One way of classifying these activities 
is depicted in Figure 16.1. Transactional activities (the day-to-day transactions such as 
benefits administration, record keeping, and employee services) are low in their strate¬ 
gic value. Traditional activities such as performance management, training, recruiting, 

selection, compensation, and employee relations are the nuts and bolts ofHRM. These 

activities have moderate strategic value because they often form the practices and sys¬ 

tems to ensure strategy execution. Transformational activities create long-term capa¬ 
bility and adaptability for the firm. These activities include knowledge management, 
management development, cultural change, and strategic redirection and renewal. 

Obviously, these activities comprise the greatest strategic value for the firm. 

As we see in the figure, most HRM functions spend the vast majority of their time 
on transactional activities, with substantially less on traditional ones and very little 

on transformational activities. However, virtually all HRM functions, in order to add 
value to the firm, must increase their efforts in the traditional and transformational 
activities. (See the "Competing through High-Performance Work Systems" box on 

page 654.) To do this, however, requires that HR executives (1) develop a strategy for 
the HRM function, (2) assess the current effectiveness of the HRM function, and (3) 

redesign, reengineer, or outsource HRM processes to improve efficiency and effec¬ 

tiveness. These issues will be discussed in the following sections . 


Strategic Management of the 
HRM Function 


In light of the various roles and activities of the HRM function, we can easily see that 
it is highly unlikely that any function can (or should) effectively deliver on all roles 
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FIGURE 16.1 

Categories of FIRM Activities and Percentages of Time Spent on Them 




Transactional (65-75%) 

Benefits administration 
Record keeping 
Employee services 


SOURCE: P. Wright, G. McMahan, S. Snell, and B. Gerhart, Strategic Human Resource Management: 
Building Human Capital and Organizational Capability. Technical report. Cornell University, 1998. 



and all activities. Although this is a laudable goal, resource constraints in terms of 
time, money, and head count require that the HR executive make strategic choices 
about where and how to allocate these resources for maximum value to the firm. 

Chapter 2 explained the sirategic management process that takes place at the or¬ 
ganization level and discussed the role of HRM in this process. HRM has been seen 
as a strategic partner that has input into the formulation of the company's strategy 
and develops and aligns HRM programs to help implement the strategy. However, for 
the HRM function to become truly strategic in its orientation, it must view itself as a 
separate business entity and engage in strategic management in an effort to effectively 
serve the various internal customers. 

In this respect, one recent trend within the field of HRM. consistent with the total 
quality management philosophy, is for the HR executive to take a customer-oriented 
approach to implementing the function. In other words, the strategic planning process 
that takes place at the level of the business can also be performed with the HRM func¬ 
tion. HR executives in more progressive U.S. companies have begun to view the 
HRM function as a strategic business unit and have tried to define that business in 
terms of their customer base, their customers' needs, and the technologies required 
to satisfy customers' needs (Figure 16.2). For example, Weyerhauser Corporation's 




HRM Practices Add Value 
to the Business 


Does HRM add value? Accord- Tobin's Q (a measure of the ity. They found that 1999 HRM 

tng to a recent study conducted firm's ability to create value be- practices correlated .41 with 

py the cOnetjtedQ flrmWsisbn; ■ yond its physical assets). ; 2001 performance^ but that . 

Wyatt, the answer is a resound- Although the 1999 study identi- 1999 performance correlated 

ing yes. fied 30 key HRM practices that only .19 with 2001 HRM prac- 

Watson Wyatt originally con- were associated with increased tices. This provides strong 

ducted its Human Capital Index firm value, the question still re- support for the notion that 

study in 1999, surveying more mained, Do the practices cause firms that increase their use of 

than 400 U.S. and Canadian firms to increase in value, or do high-performance HRM prac- 

publicly traded firms, and then firms that increase in value then tices can create value for their 

repeated the || jdy in 2001. It implement the practices? shareholders. 

H which of 43 specific . The 2001 study sought to SOURCE: "Human Capital Index: Human : 

tti&m Address this question. It con- Capital as a Lead Indicator of Shareholder 

each:«#the firms and Mfcfc* companies that had Value '” w»^tsonwy 3 t*.eom/homepage/us/ 


these to the company's market' 
value, three- and five-year total 
return to shareholders, and its 


COMPETING 

THROUGH 

HIGH- 

PERFORMANCE 
WORK SYSTEMS 


human resources department identified 11 characteristics that would describe a qual¬ 
ity human resource organization; these are presented in Table 16.1. 

A customer orientation is one of the most important changes in the HRM function's 
attempts to become strategic. It entails first identifying customers. The most obvious ex¬ 
ample of HRM customers are the line managers who require HRM services. In addition, 
the strategic planning team is a customer in the sense that it requires the identification, 
analysis, and recommendations regarding people-oriented business problems. Employ¬ 
ees are also HRM customers because the rewards they receive from the employment re¬ 
lationship are determined and/or administered by the HRM department. 

In addition, the products of the HRM department must be identified. Line man¬ 

agers want to have high-quality employees committed to the organization. The strate¬ 
gic planning team requires information and recommendations for the planning 
process as well as programs that support the strategic plan once it has been identified. 
Employees want compensation and benefit programs that are consistent, adequate, 
and equitable, and they want fair promotion decisions. At Southwest Airlines, the 
"People" department administers customer surveys to all clients as they leave the de¬ 
partment to measure how well their needs have been satisfied. 

Finally, the technologies through which HRM meets customer needs vary depend¬ 
ing on the need being satisfied. Selection systems ensur- that applicants selected for 
employment have the necessary knowledge, skills, and abilities to provide value to 
the organization. Training and development systems meet the needs of both line man¬ 
agers and employees by giving employees development opportunities to ensure they 
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HRM function 


FIGURE 16.2 

Customer-Oriented 
Perspective of the 
HRM Function 



are constantly increasing their human capital and, thus, providing increased value to 
the company. Performance management systems make clear to employees what is ex¬ 
pected of them and assure line managers and strategic planners that employee be¬ 
havior will be in line with the company’s goals. Finally, reward systems similarly ben¬ 
efit all customers (line managers, strategic planners, and employees). These systems 
assure line managers that employees will use their skills for organizational benefit, and 


t-*-r-JC' '■ 


• Customer requirements are translated into internal service applications. 

. • $ products and services are documented wT‘ ' * =* - 

W ' 

• Reliable methods and standardized processes are in place. 

• Problem solving and decision making are based on facts and data. 

display**- 

• Human resources employees are trained and educated in total quality tools and 
principles. 

to total quaifity impfeihiS^iWf ? ■> f 

ytfmm life ' 1 . - ’ ***.*#w* 

• Human resource managers provide leadership and support to organizations on 

large-scale organizational change. n. 

professional furrction as "strategic partners" th*. 

tina total quaHt 


TABLE 16.1 

Characteristics of 
HRM Quality at 
Weyerhauser 
Corporation 
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they provide strategic planners with ways to ensure that all employees are acting in 
ways that will support the strategic plan. Obviously, reward systems provide employ¬ 
ees with an equitable return for their investment of skills and effort. 

For example. Whirlpool Corporation's HR managers go through a formalized 
process of identifying their customer, the need/value they satisfy, and the technology 
used to satisfy the customer. As Whirlpool planned for start-up of a centralized serv¬ 
ice supercenter, the plan called for hiring between 100 and 150 employees to serve as 
call takers who receive service requests from Whirlpool appliance owners and set up 
service appointments from these calls. The HR manager in charge of developing a se¬ 
lection system for hiring these call takers identified the operations manager in charge 
of phone service as the HRM department's customer, the delivery of qualified phone 
call takers as the need satisfied, and the use of a structured interview and paper-and- 
pencil tests as the technologies employed. This customer service orientation may be 
the trend of the future. It provides a means for the HRM function to specifically iden¬ 
tify who its customers are, what customers' needs are being met, and how well those 
needs are being met. 


••• Measuring HRM Effectiveness 

The strategic decision making process for the HRM function requires that decision 
makers have a good sense of the effectiveness of the current HRM function. This in¬ 
formation provides the foundation for decisions regarding which processes, systems, 
and skills of HR employees need improvement. Often HRM functions that have been 
heavily involved in transactional activities for a long time tend to lack systems, 
processes, and skills for delivering state-of-the-art traditional activities and are thor¬ 
oughly unable to contribute in the transformational arena. (The "Competing Through 
Globalization" box illustrates how the role of HRM is being transformed in China.) 
Thus diagnosis of the effectiveness of the HRM function provides critical information 
for its strategic management. 

In addition, having good measures of the function's effectiveness provides the fol¬ 
lowing benefits:! 


Audit approach 

Type of assessment 
of HRM 

effectiveness that 
involves review of 
customer 

satisfaction or key 
indicators (like 
turnover rate or 
average days to fill a 
position) related to 
an HRM functional 
area (such as 
recruiting or 
training). 


• Marketing the function: Evaluation is a sign to other managers that the HRM func¬ 
tion really cares about the organization as a whole and is trying to support opera¬ 
tions ,_production, marketing, and other functions of the company. Information re¬ 
garding cost savings and benefits is useful to prove to internal customers that HRM 
practices contribute to the bottom line. Such information is also useful for gaining 
additional business for the HRM function. 

• Providing accountability: Evaluation helps determine whether the HRM function is 
meeting its objectives and effectively using its budget. 


Approaches for Evaluating Effectiveness 

There are two commonly used approaches for evaluating the effectiveness of HRM 
practices: the audit approach and the analytic approach. 


Audit Approach 

The audit approach focuses on reviewing the various outcomes of the HRM func¬ 
tional areas. Both key indicators and customer satisfaction measures are typically col- 
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THROUGH 

GLOBALIZATION 


lected. Table 16.2 lists examples of key indicators and customer satisfaction measures 
for staffing, equal employment opportunity, compensation, benefits, training, per¬ 
formance management, safety, labor relations, and succession planning. The devel¬ 
opment of electronic employee databases and information systems has made it much 
easier to collect, store, and analyze the functional key indicators (more on this later 
in the chapter) than in the past, when information was kept in file folders. 

We previously discussed how HRM functions can become much more customer- 
oriented as part of the strategic management process. If, in fact, the function.desires 
to be more customer-focused, then one important source of effectiveness data can be 

the customers. Just as firms often survey their customers to determine how effectively 
the customers feel they are being served, the HRM function can survey its internal 
customers. 
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TABLE 16.2 

Examples of Key Indicators and Customer Satisfaction Measures for HRM Functions 


KEY INDICATORS CUSTOMER SATISFACTION MEASURES 


Staffing 

Average days taken to fill open requisitions 
Ratio of acceptances to offers made 
Ratio of minority/women applicants to 
representation in local labor market 
Per capita requirement costs 

Average years of experience/education of hires per 
job family 

Equal employment opportunity 

Ratio of EEO grievances to employee population 
Minority representation by EEO categories 
Minority turnover rate 


Compensation 

Per capita (average) merit increases 

Ratio of recommendations for reclassification to 

number of employees 

Percentage of overtime hours to straight time 
Ratio of average salary offers to average salary in 
community 

Benefits 

Average unemployment compensation payment 
(UCP) 

Average workers' compensation payment 0/VCP) 
Benefit cost per payroll dollar 
Percentage of sick leave to total pay 

Training 

Percentage of employees participating in training 
programs per job family 

Percentage of employees receiving tuition refunds 
Training dollars per employe: 


Anticipation of personnel needs 

Timeliness of referring qualified workers to line 

supervisors 

Treatment of applicants 
Skill in handling terminations 

Adaptability to changing labor market conditions 

Resolution of EEO grievances 
Day-to-day assistance provided by personnel 
department in implementing affirmative action plan 
Aggressive recruitment to identify qualified women 
and minority applicants 

Fairness of existing job evaluation system in 
assigning grades and salaries 
Competitiveness in local labor market 
Relationship between pay and performance 
Employee satisfaction with pay 

Promptness in handling claims 

Fairness and consistency in the application of 

benefit policies 

Communication of benefits to employees 
Assistance provided to line managers in reducing 
potential for unnecessary claims 

Extent to which training programs meet the needs 
of employees and the company 
Communication to employees about available 
training opportunities 

Quality of introduction/orientation programs 

continues 


One important internal customer is the employees of the firm. Employees often 
have both direct contact with the HRM function (through activities such as benefits 
administration and payroll) and indirect contact with the function through their 
involvement in activities such as receiving performance appraisals, pay raises, and 
training programs. Many organizations such as AT&T, Motorola, and General Elec¬ 
tric use their regular employee attitude survey as a Wqy to assess the employees as 
users-customers of the HRM programs and practices.2 However, the problem with as¬ 
sessing effectiveness only from the employees' perspective is that often they are re¬ 
sponding not from the standpoint of the good of the firm, but, rather, from their own 
individual perspective. For example, employees notoriously and consistently express 
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TABLE 16.2 

Examples of Key Indicators and Customer Satisfaction Measures for HRM Functions concluded 


KEY INDICATORS CUSTOMER SATISFACTION MEASURES 


Employee appraisal and development 

Distribution of performance appraisal ratings 
Appropriate psychometric properties of appraisal 
forms 

Succession planning 

Ratio of promotions to number of employees 
Ratio of open requisitions filled internally to those 
filled externally 

Safety 

Frequency/severity ratio of accidents 
Safety-related expenses per $1,000 of payroll 
Plant security losses per square foot (e.g., fires, 
burglaries) 


Labor relations 

Ratio of grievances by pay plan to number of 
employees 

Frequency and duration of work stoppages 
Percentage of grievances settled 

Overall effectiveness 

Ratio of personnel staff to employee population 
Turnover rate 
Absenteeism rate 

Ratio of per capita revenues to per capita cost 
Net income per employee 


Assistance in identifying management potential 
Organizational development activities provided by 
HRM department 

Extent to which promotions are made from within 
Assistance/counseling provided to employees in 
career planning 

Assistance to line managers in organizing safety 
programs 

Assistance to line managers in identifying potential 
safety hazards 

Assistance to line managers in providing a good 
working environment (lighting, cleanliness, heating, 
etc.) 

Assistance provided to line managers in handling 
grievances 

Efforts to promote a spirit of cooperation in plant 
Efforts to monitor the employee relations climate in 
plant 

Accuracy and clarity of information provided to 
managers and employees 
Competence and expertise of staff 
Working relationship between organizations and 
HRM department 


SOURCEReprintedwith permissionexcerptsfrom Chapter 1.5, "Evaluating Human ResourceEffectiveness,"pp. 187-227, by 
Anne S.Tsuiand LuisR.Gomez-Mejia,from HumanResourceManagement:£vo/ving Rolesw Responsibilities; edited by Lee 
Dyer.Copyright © 1988 by The BLireaiof National Affairs, Inc..Washington DC 20037. 


dissatisfaction with pay level (who doesn't want more money?), but to simply ratchet 
up pay across the board would put the firm at a serious labor cost disadvantage. 

Thus, many firms have gone to surveys of top line executives as a better means of 
assessing the effectiveness of the HRM function. The top-level line executives can 
see how the systems and practices are impacting both employees and the overall ef¬ 
fectiveness of the firm from a strategic standpoint. This can also be useful for deter¬ 
mining how well HR employees' perceptions of their function's effectiveness align 
with the views of their line colleagues. For example, a study of 14 firms revealed that 
HR executives and line executives agreed on the relative effectiveness of HR's deliv¬ 
ery of services such as staffing and training systems (that is, which were most and least 
effectively delivered) but not on the absolute level of effectiveness. As Figure 16.3 
shows, HR executives' ratings of their effectiveness in different roles also diverged 
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FIGURE 16.3 
Comparing HR and 
Line Executives 1 
Evaluations of the 
Effectiveness of 
HRM Roles 


Analytic approach 

Type of assessment 
of HRM 

effectiveness that 
involves 

determining the 
impact of, or the 
financial cost and 
benefits of, a 
program or practice. 



SOURCE: P. Wright, G. McMahan, S. Snell, and B. Gerhart. "Comparing Line and HR Executives' 
Perceptions of HR Effectiveness: Services, Roles, and Contributions." CAHRS (Center for Advanced 
Human Resource Studies) working paper 98-29, School of ILR, Cornell University, Ithaca, NY. 


significantly from line executives'. In addition, line executives viewed HRM as being 
significantly less effective with regard to HRM's actual contributions to the firm's 
overall effectiveness, as we see in Figure 16.4.3 


The Analytic Approach 

The analytic approach focuses on either (1) determining whether the introduction 
of a program or practice (like a training program or a new compensation system) has 
the intended effect or (2) estimating the financial costs and benefits resulting from an 
HRM practice. For example, in Chapter 7 we discussed how companies can deter¬ 
mine a training program's impact on learning, behavior, and results. Evaluating a 
training program is one strategy for determining whether the program works. Typi¬ 
cally, in an overall evaluation of effectiveness, we are interested in determining the 
degree of change associated with the program. 

The second strategy involves determining the dollar value of the training program, 
taking into account all the costs associated with the program. Using this strategy, 
we are not concerned with how much change occurred but rather with the dollar 
value (costs versus benefits) of the program. Table 16.3 lists the various types of 
cost-benefit analyses that are done. The human reSource accounting approach at¬ 
tempts to place a dollar value on human resources as if they were physical resources 
(like plant and equipment) or financial resources (like cash). Utility analysis attempts 
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FIGURE 16.4 

Comparing HR and Line Executives' Evaluations of the Effectiveness of HRM Contributions 
7-0 T 


6.0 



SOURCE: P. Wright, G. McMahan, S. Snell, and B. Gerhart. "Comparing Line and HR Executives' 
Perceptions of HR Effectiveness: Sen/ices, Roles, and Contributions." CAHRS (Center for Advanced Human 
Resource Studies) working paper 98-29, School of ILR, Cornell University, Ithaca, NY. 



Net present 


Utility analysis 

• Turnover costs 

• Absenteeism and sick leave costs 

• Gains from selection programs 

• Impact of positive employee attitudes 

• Financial gains of training programs 


SOURCE: Based on A.S. Tsui and L.R. Gomez-Mejia, "Evaluating HR Effectiveness," in Human 
Resource Management: Evolving Roles and Responsibilities, ed. L. Dyer (Washington, DC: Bureau of 
National Affairs, 1988), pp. 1-196. 


TABLE 16.3 

Types of 

Cost-Benefit 

Analysis 
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TABLE 16.4 

Effectiveness and 
Cost-Effectiveness 
of Two Wellness 
Programs for Four 
Cardiovascular 
Disease Risk Factors 



Percentage of cardiovascular disease risks 3 for which 
risk was moderately reduced or relapse prevented 


Amount spent per 1 % of risks reduced or relapse prevented $.65 $.76 


SITE C SITE D 


"High blood pressure, overweight, smoking, and lack of exercise. 

SOURCE: J.e. Erfurt, A. Foote, and M.A. Heirich, "The Cost-Effectiveness of Worksite Wellness 
Programs," Personnel Psychology 45 (1992), p. 22. 


to estimate the financial impact of employee behaviors (such as absenteeism, 
turnover, job performance, and substance abuse). 

For example, wellness programs are a popular HRM program for reducing health 
care costs through reducing employees' risk of heart disease and cancer. One study 
evaluated four different types of wellness programs. Part of the evaluation involved 
determining the costs and benefits associated with the four programs over a three-year 
period. 4 A different type of wellness program was implemented at each site. Site A in¬ 
stituted a program involving raising employees' awareness of health risks (distributing 
news articles, blood pressure testing, health education classes). Site B set up a physi¬ 
cal fitness facility for employees. Site C raised awareness of health risks and followed 
up with employees who had identified health risks. Site 0 provided health education 
and follow-up counseling and promoted physical competition and health-related 
events. Table 16.4 shows the effectiveness and cost-effectiveness of the Site C and 
Site 0 wellness models. 

The analytic approach is more demanding than the audit approach because it re¬ 
quires the detailed use of statistics and finance. A good example of the level of so¬ 
phistication that can be required for cost-benefit analysis is shown in Table 16.5. This 
table shows the types of information needed to determine the dollar value of a new 
selection test for entry-level computer programmers . 


••• Improving HRM Effectiveness 

Once a strategic direction has been established and HRM's effectiveness evaluated, 
leaders of the HRM function can explore how to improve its effectiveness in con¬ 
tributing to the firm's competitiveness. Returning briefly to Figure 16.1, which de¬ 
picted the different activities of the HRM function, often the improvement focuses on 
two aspects of the pyramid. First, within each activity, HRM needs to improve both 
the efficiency and effectiveness in performing each of the activities. Second, often 
there is a push to eliminate as much of the transactional work as possible (and some of 
the traditional work) to free up time and resources to focus more on the higher-value- 
added transformational work. Redesign of the structure (reporting relationships) and 
processes (through outsourcing and information technology) enables the function to 
achieve these goals simultaneously. Figure 16.5 (on page 664) depicts this process. 



CHAPTER 16 Strategically Managing the HRM Function 663 



Test information 

Number of applicants 
Testing cost per applicant 
Total test cost 
Average test score 
Test validity 


■mm: 


.76 

$10,413 




TABLE 16.5 

Example of Analysis 
Needed to 
Determine the 
Dollar Value of a 
Selection Test 


aSD y = Dollar value of one standard difference in job performance. Approximately 40% of average 
salary. 

SOURCE: From J.w. Boudreau, "Utility Analysis," in Human Resource Management: Evolving Roles 
and Responsibilities, ed. L. Dyer (Washington, DC: Bureau of National Affairs, 1988). p. 150; F.L. 
Schmidt, J.E. Hunter, R.C. McKenzie, and T.w. Muldrow, "Impact of Valid Selection Procedures on 
Work-Force Productivity," Journal of Applied Psychology 64 (1979), pp. 609-26. 


Restructuring to Improve HRM Effectiveness 

Traditional HRM functions were structured around the basic HRM subfunctions such 
as staffing, training, compensation, appraisal, and labor relations. Each of these areas 
had a director who reported to the VP of HRM, who often reported to a VP of finance 
and administration. However, for the HRM function to truly contribute strategically 
to firm effectiveness, the senior HR person must be part of the top management team 
(reporting directly to the chief executive officer), and there must be a different struc¬ 
tural arrangement within the function itself. 

A recent generic structure for the HRM function is depicted in Figure 16.6 (on 
page 665). As we see, the HRM function effectively is divided into three divisions: 
the centers for expertise, the field generalists, and the service center.5 The centers for 
expertise usually consist of the functional specialists in the traditional areas of HRM 
such as recruitment, selection, training, and compensation. These individuals ideally 
act as consultants in the development of state-of-the-art systems and processes for use 
in the organization. The field generalists consist of the HRM generalists who are as¬ 
signed to a business unit within the firm. These individuals usually have dual report¬ 
ing relationships to both the head of the line business and the head of HRM (al¬ 
though the line business tends to take priority). They ideally take responsibility for 
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FIGURE 16.5 


Improving^ HRM Effectiveness 
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helping the line executives in their business strategically address people issues, and 
they ensure that the HRM systems enable the business to execute its strategy. Finally, 
the service center consists of individuals who ensure that the transactional activities 
are delivered throughout the organization. These service centers often leverage in¬ 
formation technology to efficiently deliver employee services. For example, organiza¬ 
tions such as Chevron have created call-in service centers where employees can dial 
a central number where service center employees are available to answer their ques¬ 
tions and process their requests and transactions. 

Such structural arrangements improve service delivery through specialization. 
Center for expertise employees can develop current functional skills without being 
distracted by transactional activities, and generalists can focus on learning the busi¬ 
ness environment without having to maintain expertise in functional specializations. 
Finally, service center employees can focus on efficient delivery of basic services 
across business units. 


Outsourcing to Improve HRM Effectiveness 

Restructuring the internal HRM function and redesigning the processes represent in¬ 
ternal approaches to improving HRM effectiveness. However, increasingly HR exec¬ 
utives are seeking to improve the effectiveness of the systems, processes, and services 



CHAPTER 16 Strategically Managing the HRM Function 665 


Historical HRM organization structure 
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SOURCE: P. Wright, G. McMahan, S. Snell, and B. Gerhart, Strategic Human Resource Management: 
Building Human Capital and Organizational Capability. Technical report. Cornell University, 1998. 


the function delivers thr.ough outsourcing. Outsourcing entails contracting with an 
outside vendor to provide a product or service to the firm, as opposed to producing 
the product using employees within the firm. 

Why would a firm outsource an HRM activity or service? Usually this is done for 
one of two reasons: Either the outsourcing partner can provide the service more 
cheaply than it would cost to do it internally, or the partner can provide it more ef¬ 
fectively than it can be performed internally. Early on, firms resorted to outsourcing 
for efficiency reasons. Why would using an outsourced provider be more efficient than 
having internal employees provide a service? Usually it is because outsourced 
providers are specialists who are able to develop extensive expertise that can be lever¬ 
aged across a number of companies. 

For example, consider a relatively small firm that seeks to develop a pension sys¬ 
tem for employees. To provide this service to employees, the HRM function would 
need to learn all of the basics of pension law. Then it would need to hire a person with 


Outsourcing 

An organization's 
use of an outside 
organization for a 
broad set of 
services. 
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specific expertise in administering a pension system in terms of making sure that em¬ 
ployee contributions are withheld and that the correct payouts are made to retired 
employees. Then the company would have to hire someone with expertise in invest¬ 
ing pension funds. If the firm is small, requirements of the pension fund might not fill 
the time (80 hours per week) of these two new hires. Assume that it takes only 20 
total hours a week for these people to do their jobs. The firm would be wasting 60 
hours of employee time each week. However, a firm that specializes in providing 
pension administration services to multiple firms could provide the 20 hours of re¬ 
quired time to that firm and three other firms for the same cost as had the firm per¬ 
formed this activity internally. Thus the specialist firm could charge the focal firm 50 

percent of what it would cost the small firm to do the pensions internally. Of that 50 

percent, 25 percent (20 hours) would go to paying direct salaries and the other 25 per¬ 

cent would be profit. Here the focal firm would save 50 percent of its expenses while 
the provider would make money. 

Now consider the aspect of effectiveness. Because the outsourced provider works 
for a number of firms and specializes in pensions, its employees develop state-of-the- 
art knowledge of running pension plans. They can learn unique innovations from one 
company and transfer that learning to a new company. In addition, employees can be 
more easily and efficiently trained because all of them will be trained in the same 
processes and procedures. Finally, due to the experience in providing constant pen¬ 
sion services, the firm is able to develop a capability to perform these services that 
could never be developed by two individuals working 25 percent of the time on these 
services. 

What kind of services are being outsourced? Firms primarily outsource transac¬ 
tional activities and services of HRM such as pension and benefits administration as 
well as payroll. However, a number of traditional and some transformational activi¬ 
ties have been outsourced as well. For example, Compaq Computer outsourced a large 
portion of its staffing activities. The firm contracted with a company to conduct all of 

the interviewing of its hourly crew and some managerial employees. Compaq found 

that while the cost was higher than it might have been if the work had been done in¬ 
ternally, it provided more flexibility to quickly and efficiently react (not having to lay 

off employees) if its hiring needs decreased. The "Competing by Meeting Stakehold¬ 
ers' Needs" box describes the increasing trend toward outsourcing all of the adminis¬ 
trative tasks of HRM. 


Reengineering 

Review and redesign 
of work processes to 
make them more 
efficient and 
improve the quality 
of the end product 
or service. 


Improving HRM Effectiveness through Process Redesign 

In addition to structural arrangements, process redesign enables the HRM function to 
more efficiently and effectively deliver HRM services. Process redesign often uses in¬ 

formation technology, but information technology applications are not a require¬ 
ment. Thus we will discuss the general issue of process reengineering and then explore 
information technology applications that have aided HRM in process redesign. 

Reengineering is a complete review of critical work processes and redesign to make 

them more efficient and able to deliver higher quality. Reengineering is especially crit¬ 
ical to ensuring that the benefits of new technology can be realized. Applying new tech¬ 

nology to an inefficient process will not improve efficiency or effectiveness. Instead, it 
will increase product or service costs related to the introduction of the new technology. 

Reengineering can be used to review the HRM department functions and 
processes, or it can be used to review specific HRM practices such as work design or 
the performance management system. The reengineering process involves the four 



COMPETING 
BY MEETING 
STAKEHOLDERS' 
NEEDS 


Many aspects of HRM have 
been outsourced over the 
years, including payroll and 
benefits. However, a more re¬ 
cent trend has been toward 
outsourcing all of the adminis¬ 
trative functions of HRM. Bank 
of America, BP-Amoco, British 
Telecommunications, and Nor¬ 
tel Networks have handed over 
the administration of day-to- 
day operations to external 
partners. Often 50-60 percent 
of the HRM costs and responsi¬ 
bilities are outsourced, leaving 
executive and graduate recruit¬ 
ment and strategic 
management of human re¬ 
sources in-house. 

The trend is marketed as a 
cost- and time-saving approach 
that will provide best people 
practices, improve the quality 
of HRM service to employees, 
and enable the firm to concen¬ 
trate on its core activities. Many 
firms that have outsourced 
much of HRM notice a greater 
focus on customer service and 



Outsourcing pf HRM: 
Panacea or Problem? 




quality, more flexibility, and a 
more strategic partnership. 
However, critics of the ap¬ 
proach warn that a number of 
potential pitfalls await firms that 
follow this road. 

First, the cost savings cer¬ 
tainly do not appear in the 
short term. Whereas the out¬ 
sourced provider must make 
the technology investments, the 
firm must invest in managing 
the relationship with that exter¬ 
nal provider while rethinking 
what the new role of strategic 
HRM will be within the firm. Al¬ 
though in theory outsourcing 
the administrative aspects of 
HRM will free up remaining HR 
professionals to focus on strate¬ 
gic activities, many times the 
existing HR employees do not 
possess the skills to be strate¬ 
gic contributors. Thus 
additional investments in up¬ 
grading the remaining HR 
workforce occur. 

Second, firms can become 
dependent on the single 


provider, enabling that supplier 
to subsequently raise costs 
down the road. Also, inevitably 
conflicts arise regarding priori¬ 
ties. 

Finally, outsourcing of HRM 
may send the wrong signal to 
employees. If the company 
hands much of the manage¬ 
ment of people over to an 
outside vendor, employees may 
interpret this as a sign that the 
firm does not take people is¬ 
sues seriously. 

In spite of these potential 
problems, however, the trend 
toward more outsourcing of 
HRM will continue. This trend 
highlights the need for HR pro¬ 
fessionals within firms to 
develop skills in the strategic 
management of human re¬ 
sources, because those with 
only administrative skills may 
end up working for external 
providers. 

SOURCE: A. Maitland, “No Such Thing as a 
Quick Fix: Outsourcing the HR Function," 
Financial Times (October 26, 2001). 


steps shown in Figure 16.7: identify the process to be reengineered, understand the 
process, redesign the process, and implement the new process. 6 

Identifying the Process 

Managers who control the process or are responsible for functions within th€ process 
(sometimes called "process owners") should be identified and asked to be part of the 
reengineering team. Team members should include employees involved in the process 
(to provide expertise) and those outside the process, as well as internal or external 
customers who see the outcome of the process. 
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FIGURE 16.7 

The Reengineering 

Process 



Understanding the Process 

Several things need to be considered when evaluating a process: 

• Can jobs be combined? 

• Can employees be given more autonomy? Can decision making and control be 
built into the process through streamlining it? 

• Are all the steps in the process necessary? 

• Are data redundancy, unnecessary checks, and controls built into the process? 

• How many special cases and exceptions have to be dealt with? 

• Are the steps in the process arranged in their natural order? 

• What is the desired outcome? Are all of the tasks necessary? What is the value of 

the process? 

Various techniques are used to understand processes. Data-flow diagrams are useful 
to show the flow of data among departments. Figure 16.8 shows a data-flow diagram 
for payroll data and the steps in producing a paycheck. Information about the em¬ 
ployee and department are sent to the general account. The payroll check is issued 

based on a payment voucher that is generated from the general accounting ledger. 
Data-entity relationship diagrams show the types of data used within a business function 
and the relationship among the different types of data. In scenario analysis , simula¬ 
tions of real-world issues are presented to data end users. The end users are asked to 
indicate how an information system could help address their particular situations and 
what data should be maintained to deal with those situations. Surveys and focus groups 
collect information about the data collected, used, and stored in a functional area, as 
well a~ information about time and information-processing requirements. Users may 
be asked to evaluate the importance, frequency, and criticality of automating specific 
tasks within a functional area. For example, how critical is it to have an applicant 
tracking system that maintains data on applicants' previous work experience? 
Cost-benefit analyses compare the costs of completing tasks with and without an au¬ 
tomated system or software application. For example, the analysis should include the 
costs in terms of people, time, materials, and dollars; the anticipated costs of software 
and hardware; and labor, time, and material expenses. 7 


Redesigning the Process 

During the redesign phase, the team develops models, tests them, chooses a proto¬ 
type. and determines how to integrate the prototype into the organization. 
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FIGURE 16.8 

A Data-Flow 
Diagram for Payroll 
Data 


Implementing the Process 

The company tries out the process by testing it in a limited, controlled setting before 
expanding companywide. For example, ].M. Huber Corporation, a New Jersey-based 
conglomerate that has several operating divisions scattered throughout the United 
States, used reengineering to avoid installing new software onto inefficient processes. 8 
HR staff began by documenting and studying the existing work flow and creating a 
strategy for improving efficiency. Top management, midlevel managers, and human 
resources staff worked together to identify the processes that they most wanted to im¬ 
prove. They determined that the most critical issue was to develop a client-server 
system that could access data more easily than the mainframe computer they were 
currently using. Also, the client-server system could eliminate many of the requisi¬ 
tions needed to get access to data, which slowed down work. The HRM department's 
efforts have streamlined record-keeping functions, eliminated redundant steps, and 
automated manual processes. The fully automated client-server system allows em¬ 
ployees to sign up and change benefits information using an interactive voice-re¬ 
sponse system that is connected to the company's database. In addition, managers 
have easier access to employee's salary history, job descriptions, and other data. If an 
employee is eligible for a salary increase and the manager requests a change and it is 
approved, the system will process it (without entry by a clerical worl<er), and the 
changes will be seen on the employee's paycheck. Results of the reengineering effort 
are impressive. The redesigned processes have reduced the number of problems that 
HRM has to give to other departments by 42 percent, cut work steps by 26 percent. 
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and eliminated 20 percent of the original work. Although the company is spending 
over $1 million to make the technology work, it estimates that the investment should 
pay for itself in five years. 


New technologies 

Current applications 
of knowledge, 
procedures, and 
equipment that have 
not been previously 
used. Usually 
involves replacing 
human labor with 
equipment, 
information 
processing, or some 
combination of the 
two. 

Transaction 

processing 

Computations and 
calculations used to 
review and 
document HRM 
decisions and 
practices. 

Decision support 
systems 

Problem-solving 
systems which 
usually include a 
"what-if" feature 
that allows users to 
see how outcomes 
change when 
assumptions or data 
change. 

Expert systems 

Computer systems 
incorporating the 
decision rules of 
people recognized 
as experts in a 
certain area. 


Improving HRM Effectiveness Through Using New 
Technologies-HRM Information Systems 

Several new and emerging technologies can help improve the effectiveness of the 
HRM function. New technologies are current applications of knowledge, procedures, 
and equipment that have not been used previously. New technology usually involves 
automation-that is, replacing human labor with equipment, information processing, 
or some combination of the two. 

In HRM, technology has already been used for three broad functions: transaction 
processing, reporting, and tracking; decision support systems; and expert systems. 9 
Transaction processing refers to computations and calculations used to review and 
document HRM decisions and practices. This includes documenting relocation, 
training expenses, and course enrollments and filling out government reporting re¬ 
quirements (such as EEO-1 reports, which require companies to report information to 
the government regarding employees' race and gender by job category). Decision 
support systems are designed to help managers solve problems. They usually include 
a "what if feature that allows users to see how outcomes change when assumptions 
or data change. These systems are useful, for example, for helping companies deter¬ 
mine the number of new hires needed based on different turnover rates or the avail¬ 
ability of employees with a certain skill in the labor market. Expert systems are com¬ 
puter systems incorporating the decision rules of people deemed to have expertise in 
a certain area. The system recommends actions that the user can take based on the 
information provided by the user. The recommended actions are those that a human 
expert would take in a similar situation (such as a manager interviewing a job candi¬ 
date). We discuss expert systems in more detail later in this chapter. 

The newest technologies being applied to HRM include interactive voice technol¬ 
ogy. the Internet, client-server architecture, relational databases, imaging, and devel¬ 
opment of specialized software, CD-ROM, and laser disc technology. These technolo¬ 
gies improve effectiveness through increasing access to information, improving 

communications, improving the speed with which HRM transactions and information 
can be gathered, and reducing the costs and making it easier to administer HRM £onc- 
tions such as recruiting, training, and performance management. Technology enables 

• Employees to gain complete control over their training and benefits enrollments 
(more self-service). 

• The creation of a paperless employment office. 

• Streamlining the HRM department's work . 

• Knowledge-based decision support technology, which allows employees and man¬ 
agers to access knowledge as needed. 

• Employees and managers to select the type of media they want to use to send and 
receive information. 

• Work to be completed at any time and place. 

• Closer monitoring of employees' work. 10 

As Dilbert shows in Figure 16.9 managers who cannot use or fail to use new tech¬ 
nologies will be at a competitive disadvantage. 
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ALICE, 010 YOU HEAR THAT 
DILBERT'S NETWORK. 
CONNECTION ISN'T 
WORKING? 



HE IS WHAT WE CALL 
A TECHNOLOGY "HAVENOT." 
HIS COMPETITIVENESS 
IN THE GLOBAL ECONOMY 
WILL LAST AS LONG AS 
THIS FRENCH FRY. 



AFTER LUNCH, I'M 60ING 
TO USE SOMETHING 
CALLED “ELECTRONIC 
MAIL." YOU CAN WATCH 
IF YOU PROMISE NOT TO 
TOUCH ANY- 



F1GURE 16.9 

The Competitive 
Advantage of 
Technology 


SOURCE: DILBERT reprinted by permission of United Feature Syndicate, Inc. 


There is evidence that new technology is related to improvements in productivity. 
Improvements in productivity have been credited largely to downsizing, restructur¬ 
ing, and reengineering. But technology is also responsible because new technology 
has allowed companies to find leaner, more flexible ways of operating.!! A study of 
companies in a variety of industries found that investments in computers provided a 
better return than investments in other kinds of capital. !2 Technology requires com¬ 
panies to have appropriately skilled and motivated people and streamlined work 
processes. In some cases technology is replacing human capital. 13 For example. 
Statewide, the regional telephone unit of Pacific Telesis Group, used to dispatch 
about 20,000 trucks a day to fix customers' lines. New technology has enabled the 
company to find broken lines using computer signals. As a result, now fewer truck dis¬ 
patches (and fewer drivers) are necessary. 

Interactive Voice Technology 

Interactive voice technology uses a conventional personal computer to create an au¬ 
tomated phone-response system. This technology is especially useful for benefits ad¬ 
ministration. For example, at Hannaford Brothers, a supermarket chain spread 
through the Northeastern United States, the HRM department installed an interac¬ 
tive voice-response system that allows employees to get information on their retire¬ 
ment accounts, stock purchases, and benefits plans by using the touchtone buttons on 
their phone. 14 Employees can also directly enroll in programs and speak to an HRM 
representative if they have questions. As a result of the technology, the company was 
able to reduce the size of the HRM staff and more quickly serve employees' benefits 
needs. 


The internet 

The Internet is a widely used tool for communications, a method for sending and re¬ 
ceiving communications quickly and inexpensively, and a way to locate and gather 
resources, such as software and reports. !5 According to one survey, 11 percent of the 
North American population over age 16 are on the Internet, and 17.6 million people 
use the World Wide Web (which we discuss later).I 6 To gain access to the Internet, 
you need a personal computer with a direct connection via an existing network or a 
modem to dial into the Internet. Educational institutions, government agencies, and 
commercial service providers such as Prodigy, CompuServe, and America Online pro¬ 
vide access to the Internet. 


Internet 

A tool used for 
communications and 
to locate and gather 
resources such as 
software and 
reports. 
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World Wide Web 

Service on the 
Internet that 
provides browser 
software allowing 
the user to explore 
the items (home 
pages) on the Web. 


Network 

A combination of 
desktop computers, 
computer terminals 
and mainframes or 
minicomputers that 
share access to 
databases and a 
method to transmit 
information 
throughout the 
system. 

Client-server 

architecture 

Computer design 
that provides a 
method to 
consolidate data 
and applications 
into a single host 
system (the client). 


Managers can communicate with other managers at their location or across the 
globe, leave messages or documents, and get access to rooms that are designated for con¬ 
versation on certain topics (the Americans with Disabilities Act, for example). Various 
newsgroups exist, which are bulletin boards dedicated to areas of interest, where you can 
read, post, and respond to messages and articles. Internet sites can have home pages- 
mailboxes that identify the person or company and contain text, images, and sounds. 

The World Wide Web is a user-friendly service on the Internet. It provides 
browser software that enables the user to explore its items (like Mosaic and Netscape). 
Every home page on the Web has an address or uniform resources locator (URL). Many 
organizations are creating websites to provide financial information to investors, ad¬ 
vertise products and services, give the latest news releases about the company, and 
post position openings. 1 ? The Internet is a valuable source of information on a wide 
range of HRM topics available from professional societies, schools, and government 
agencies. On the accompanying website for this book website addresses related to 
HRM topics are provided. 

One manager at Hydro Quebec, a large Canadian utility, used the Internet to re¬ 
search topics related to TQM and business process reengineering. When the company 
wanted information on diversity and women's issues, the manager logged into a Cor¬ 
nell University website and quickly downloaded two dozen reports dealing with the 
topic. When the company needed to develop a satisfaction survey, the manager used 
the Internet to identify similar-sized companies that had conducted comprehensive 
surveys. Within one day, 30 HR professionals, including managers at Federal Express 
and United Parcel Service, responded. The manager has also networked with HR 
managers at Motorola, IBM, and other companies.! 8 


Networks and Client-Server Architecture 

Traditionally, different computer systems (with separate databases) are used for pay¬ 
roll, recruiting, and other human resource management functions. A network is a 
combination of desktop computers, computer terminals, and mainframes or mini¬ 
computers that share access to databases and a means to transmit information 
throughout the system. A common form of network involves client-server architec¬ 
ture. Client-server architecture provides the means of consolidating data and appli¬ 
cations into a single system (the client). 19 The data can be accessed by multiple users. 
Also, software applications can be stored on the server and "borrowed" by other users. 
Client-server architecture allows easier access to data, faster response time, and max¬ 
imum use of the computing power of the personal computer. 

For example, a pharmaceutical company with 50,000 employees worldwide has 
used client-server technology to create an employee information system that inte¬ 
grates data from six databases.^ The available data include financial, operational, and 
human resource information. A manager at a European location can compare her 
plant's human resource costs with those for the entire company or a plant in Ohio, 
and at the same time senior management can use the same data to compare the pro¬ 
ductivity of the Ohio plant with a plant in Maine. 


Relational Databases 

Databases contain several data files (topics), which are made up of employee infor¬ 
mation (records) containing data fields. A data field is an element or type of infor¬ 
mation such as employee name. Social Security number, or job classification. 
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In a relational database information is stored in separate files, which look like ta¬ 
bles. These files can be linked by common elements (fields) such as name, identifica¬ 
tion number, or location. This contrasts with the traditional file structure, in which 
all data associated with an employee was kept in one file. In the relational database 
shown in Figure 16.10, employees' personal information is located in one file and 
salary information in another, but both topics of information can be accessed via the 
employees' Social Security numbers. 

Users of relational databases can file and retrieve information according to any 

field or multiple fields across different tables or databases. They provide an easy way 
to organize data. Also, the number of data fields that can be kept for any employee 
using a relational database is limitless. The ability to join or merge data from several 
different tables or to view only a subset of data is especially useful in human resource 
management. Databases that have been developed to track employee benefit costs, 
training courses, and compensation, for example, contain separate pieces of employee 
information that can be accessed and merged as desired by the user. Relational tech¬ 
nology also allows databases to be established in several different locations. Users in 
one plant or division location can access data from any other company location. Con¬ 
sider an oil company. Human resources data-such as the names, salaries, and skills 

of employees working on an oil rig in the Gulf of Mexico-can be stored at company 
headquarters. Databases at the oil rig site itself might contain employee name, safety 
equipment issued, and appropriate skill certification. Headquarters and oil rig man¬ 

agers can access information on each database as needed. 


Relational database 

A database structure 
that stores 
information in 
separate files that 
can be linked by 
common elements. 


File H 


Personal Information 

Last name First 

Gender 

Age 

Soc. Sec. # 

Location 

Drake 

Raymont 

M 

34 

275-66-3181 

Plant 

Saucer 

Marybeth 

F 

28 

105-37-6412 

HQ 

Lui 

Tony 

M 

40 

— 287-97-3783 

Plant -*— 

Wiggins 

Arthur 

M 

50 

173-85-4321 

Plant 


Relational database 


Record — 


File H 


Salary Data 

Social Security # 

*^ is 

287-97-3783 — 


p—links files by —' 

common elements 

Salary Grade level 

$40,000 


Record 


FIGURE 16.10 

Example of a 
Relational Database 


Fields 




674 PART 5 


Special Topics in Human Resource Management 


Imaging 

A process for 
scanning 

documents, storing 
them electronically, 
and retrieving them 


Imaging 

Imaging refers to scanning documents, storing them electronically, and retrieving 
them. 21 Imaging is particularly useful because paper files take a large volume of space 
and are difficult to access. Imaging has been used in applicant tracking and in bene¬ 
fits management. Applicants' resumes can be scanned and stored in a database so they 
will be available for access at a later date. Some software applications (such as Re- 
sumix) allow the user to scan the resume based on key items such as job history, edu¬ 
cation, or experience. At Warner-Lambert, the compensation and benefits depart¬ 
ment provides HR-related services for over 15,000 retirees. 22 Eight employees retire 
or die each month; approximately 100 employees terminate each month. This "exit" 
activity created a tremendous volume of paper for each employee, as well as requests 
for data from analysts in the department. It was very time-consuming and inefficient 
to locate the data and refile them. Using imaging, the compensation and benefits de¬ 
partment was able to better serve its customers by reducing the time needed to locate 
a file or handle a phone inquiry from a retiree, providing the ability for sharing files 
among analysts simultaneously, eliminating the need to refile, and reducing the phys¬ 
ical space needed to store the files. 

Expert Systems 

As we discussed earlier, expert systems are technologies that mimic a human expert. 
Expert systems have three elements: 

• A knowledge base that contains facts, figures, and rules about a specific subject. 

• A decision-making capability that draws conclusions from those facts and figures 

to solve problems and answer questions. 

• A user interface that gathers and gives information to the person using the system. 

The use of expert systems in HRM is relatively new. Some companies use expert 
systems to help employees decide how to allocate their money for benefits, help man¬ 
agers schedule the labor requirements for projects, and assist managers in conducting 
selection interviews. Pic 'n Pay stores (a chain of shoe stores) uses an expert system 
for the initial job interview. Candidates call a toll-free phone number. The candidates 
then respond to 100 questions, and the computer records the responses and scores 
them. At headquarters, a team of trained interviewers evaluates the responses and de¬ 
signs a list of follow-up questions, which are administered by the hiring manager. The 
expert system reduced employee turnover by 50 percent and reduced losses due to 
theft by 39 percent. Also, hiring of minorities has risen 8 percent, implying that de¬ 
cision biases may be less significant using the expert system. 23 

A large international food processor uses an expert system called Performer, de¬ 
signed to provide training and support to its plant operators. One of the problems the 
company was facing was determining why potato chips were being scorched in the 
fryer operation. An operator solved the problem using Performer. He selected the 
"troubleshooting" menu, then "product texture/flavor,” then "off oil flavor." The pro¬ 
gram listed probable causes, beginning with high oxidation during frying. The opera¬ 
tor chose that cause, and the system recommended adjusting the cooking line's oil 
flush, providing detailed steps for that procedure. Following those steps resolved the 
problem. 24 ' 

Expert systems can deliver both high quality and lower costs. By using the decision 
processes of experts, the system enables many people to arrive at decisions that reflect 
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the expert's knowledge. An expert system helps avoid the errors that can result from 
fatigue and decision biases. The efficiencies of an expert system can be realized if it 
can be operated by fewer employees or less skilled (and likely less costly) employees 
than the company would otherwise require. 


Groupware 

Groupware (electronic meeting software) is a software application that enables mul¬ 
tiple users to track, share, and organize information and to work on the same docu¬ 
ment simultaneously.2s A groupware system combines such elements as electronic 
mail, document management, and an electronic bulletin board. The most popular 
brand of groupware is Lotus Notes. 

Companies have been using groupware to improve business processes such as sales 
and account management, to improve meeting effectiveness, and to identify and 
share knowledge in the organization. (See our earlier discussion of creating a learning 
organization in Chapter 7.) Monsanto uses Lotus Notes to link salespeople, account 
managers, and competitor-intelligence analysts,z6 The database contains updated 

news on competitors and customers, information from public news sources, salespeo¬ 
ple's reports, an in-house directory of experts, and attendees' notes from conventions 
and conferences. Many companies are also creating their own "intranet," a private 
company network that competes with groupware programs such as Lotus Notes. In¬ 
tranets are cheaper and simpler to use than groupware programs but pose potential se¬ 
curity problems because of the difficulty of keeping people out of the network.27 


Groupware 

Software that 
enables multiple 
users to track, share, 
and organize 
information and to 
work on the same 
database or 
document 
simultaneously. 


••• Software Applications for HRM 

Today nearly 1,000 personal computer-based human resource applications are avail¬ 
able^ Because of the wide variety, several publications that deal exclusively with 
human resource management (like HRMagazine and Personnel Journal) devote one 
issue a year to reviewing software applications. In the following sections we review 
the software applications available in the areas of staffing, human resource planning, 
training and career development, performance management, and compensation and 
benefits. 


Staffmg Applications 

Common software application's used in the area of staffing include applicant tracking, 
recruitment practices tracking, help in meeting equal employment opportunity re¬ 
porting requirements, and aid in maintaining databases of employee information. 

Applicant Recruiting and Tracking 

Applicant tracking helps a company maintain its information about job candidates 
and identify suitable candidates for particular positions. An effective applicant track¬ 
ing system does the following: 

1. Retrieves applications by name. Social Security number, or other identifiers. 

2. Tracks all the events in the application process (like interviews and tests). 

3. Allows the user to determine how long an application has remained active. 
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4. Contains the information needed to meet equal employment opportunity report¬ 
ing requirements, such as name, gender, race, and date of application. 

5. Tracks data entry (allows for entry of only essential applicant information). 

6. Simplifies the recruiter's function (provides basic data needed to schedule inter¬ 
views, generate reports, and reduce the list of job candidates). 

7. Allows evaluation of recruiting strategy (such as by identifying which sources of 
advertising bring in the best candidates or the cost-effectiveness of visiting vari¬ 
ous college campuses). 

8. Permits customization (allows additional types of data to be added to the file, 
such as test results or job offers). 

9. Increases the applicant pool (potential job candidates can be identified and 

tracked earlier; qualified candidates can be tracked after a position is filled). 

10. Increases selection criteria by allowing simultaneous searches based on several 
types of criteria, such as skills, work history, and educational background,29 


Equal Employment Opportunity and Affirmative Action Reporting 
Requirements 

To comply with equal employment opportunity requirements, companies have to pro¬ 
vide reports to the federal government. The most common is the EEO-1 report, 
which shows the number of employees by race and gender within nine job categories 
(professional, office and clerical, craft workers, and so on). A section of an EEO re¬ 
port is shown in Figure 16.11. The EEO-1 report is usually submitted annually to the 
Equal Employment Opportunity Commission. All government contractors and any 
employers who have been found to engage in illegal hiring practices are also required 
to file affirmative action reports. To complete either kind of report, employers need to 

1. Describe the workforce by job category and job classification. 

2. Evaluate the adverse impact of employment practices on representatives of pro¬ 
tected classes (such as women and minorities) in the workforce. 

3. Determine the availability of jobs for qualified members of protected classes. 

4. Evaluate the company's utilization of qualified protected class members. 

5. Describe the company's goals and timetables for implementing equal employment 
opportunity or affirmative action initiatives. 

6. Monitor those initiatives. 30 

Because of EEO and affirmative action reporting requirements, employers need to 
keep track of job candidates' and employees' race and gender and the percentages of 
women and minorities in the internal and external workforce by job category. Col¬ 
lecting this information into databases makes it easier to track affirmative action and 
EEO-related statistics. Many software packages are available that generate the neces¬ 
sary EEO and affirmative action reports (one of the most popular being ABRA 2000 
Human Resource System). 


Developing a Master Employee Database 

Companies usually keep data about employees in one large file. Information in the 
master employee database can be used for many purposes: administering payroll, 
tracking compensation and benefit costs, human resource planning, and meeting EEO 
reporting requirements. The master employee database usually includes information 
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such as the employee's name. Social Security number, job status (full- or part-time), 
hiring date, position, title, rate of pay, citizenship status, job history, job location, 
mailing address, birth date, and emergency contacts. 

Using Staffing Applications for Decision Making 

Information related to applicant recruiting and tracking can help managers make re¬ 
cruiting practices more efficient and productive. For example, managers can evaluate 
the yield of recruiting sources. Those sources that produce the greatest number of 
applicants who are offered and accept positions are targeted for subsequent recruiting 
efforts, and low-yield sources are abandoned. Managers can also determine which 
recruiters are providing the most successful employees. EEO reporting and adverse- 
impact analyses can help managers evaluate the extent to which women and minor¬ 
ity employees are gaining access to managerial and other highly compensated and val¬ 
ued positions in the company. 

At Nike, recruitment has become less costly and time-consuming because the 
company uses an applicant tracking system. 31 Before the automated system was im¬ 
plemented, job applicants had to submit a separate resume for each job they were in¬ 
terested in. The old system also lacked the capability to process and store data from 
unsolicited job applications. Most of the 35,000 unsolicited applications Nike re¬ 
ceived were thrown away. Using Resumix, the applicant tracking program mentioned 
earlier, the company uses imaging technology to quickly enter every resume it re¬ 
ceives into the system. Resumix also lets managers cross-reference resumes. Using Re¬ 
sumix, Nike has lowered the time and cost of employee recruitment. The company is 
running fewer newspaper ads, and the ads are more general, generating a greater va¬ 
riety of candidates. Resumix has also reduced the time needed to fill positions. 


Succession 

planning 

The identification 
and tracking of 
high-potential 
employees capable 
of filling higher-level 
managerial 
positions. 

Forecasting 

The attempt to 
determine the 
supply of and 
demand for various 
types of human 
resources to predict 
areas within the 
organization where 
there will be future 
labor shortages or 
surpluses. 


Human Resource Planning Applications 

Two principal computer applications are related to human resource planning: succes¬ 
sion planning and forecasting)2 Succession planning ensures that the company has 
employees who are prepared to move into positions that become available because of 
retirement, promotion, transfers, terminations, or expansion of the business. Fore¬ 
casting includes predicting the number of employees who have certain skills and the 
number of qualified individuals in the labor market. 

Because human resource planning uses company-specific calculations to determine 
future employee turnover, growth rates, and promotion patterns, human resource 
planning applications usually require more customization than applications for other 
human resource functions. They usually contain several data files, including a start¬ 
ing population file, exit rate file, growth rate file, and promotion patterns. The start¬ 
ing population file lists employees by job classification within each job family. These 
file lists usually include all active, regular, full-time employees. However, starting pop¬ 
ulation files may include only specific populations of employees. Starting population 
data that may be used include job grade, gender, race or ethnicity, age, service, train¬ 
ing, and experience information. Starting population lists that are limited to specific 
populations of employees are used to identify the mobility patterns of these employee 
groups. Exit rate data include promotion patterns, training completion rates, turnover 
rates, and hiring rates. Growth rate data include the percentage increase in the num¬ 
ber of employees within the job or demographic characteristic of interest. Promotion 
patterns include the rate of movement into and out of each position. 



CHAPTER 16 Strategically Managing the HRM Function 679 


Information regarding starting population and exit and growth rates is useful for 
conducting workforce profile analysis and workforce dynamics analysis. 33 


Workforce Profile Analysis 

To determine future labor supply and demand, it is necessary to identify the charac¬ 
teristics of the current workforce, a process known as a workforce profile review. The 
software can be used to generate reports that provide information regarding employee 
demographics (such as age), the number of employees in each job classification, and 
the interaction between demographics and company characteristics (such as the av¬ 
erage age of employees within each job classification or division of the company). 


Workforce Dynamics Analysis 

A workforce dynamics analysis involves analyzing employee movement over time. 
Promotion, demotion, transfer, and turnover data are used. Employee movement data 
can also be used to forecast the effects of layoffs or hiring on the future workforce. 
Workforce dynamics analysis provides the following kinds of information: 

1. Number of new hires, transfers, and promotions by job classification or department. 

2. The total number of promotions, or the number of promotions from a specific job 
to another job or from one division to another division. 

3. The number of employees the company will need in the future. 

4. The number of employees who will be available to fill future job openings. 


Using Human Resource Planning Applications for Decision Making 

The workforce profile review provides managers with information regarding 

1. Divisions or departments that have the greatest concentration of employees who 
are nearing retirement age. 

2. Job classifications in which too few employees are ready for promotion. 

3. Job classifications in which there are few women or minorities. 

4. Job classifications or departments that have large groups of employees who lack 
basic skills. 

An example of a human resource planning application is Cyborg Systems' Work¬ 
force Planning module.34 This application, which can be run on either a mainframe or 
a personal computer, retains data on employees' skills and work experience, educa¬ 
tion, job history, and termination and separation. It permits integration with payroll 
applications so that data can be shared between the databases. It reports on the num¬ 
ber of people hired, terminated, transferred, and promoted by pay class. It also reports 
on the net change and percentage change in hiring, termination, or transfers during 
each business cycle, month, or other time frame chosen by the user. 

Managers can use information about employee movement, skills, and job openings 
to make decisions about where employees should be deployed to help the company 
successfully execute its business strategy. 


Performance Management Applications 

Employees’ performance ratings, disciplinary actions, and work rule violations can be 
stored in electronic databases. Personal computers are also increasingly being used for 
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monitoring the actual performance and productivity of service employees,35 For 
example, at a General Electric customer service center, agents answer over 14,000 
telephone inquiries per day. The agents' calls are recorded and reviewed to help the 
agents improve customer service. American Airlines also monitors the telephone 
calls that come into its reservation centers. Managers can hear what the agents tell 
customers and see what agents enter on their personal computer screens. One of the 
disadvantages of monitoring is that employees sometimes find it demoralizing, de¬ 
grading, and stressful. To avoid this potential negative effect of performance moni¬ 
toring, managers must communicate why employees are being monitored. Nonman¬ 
agement employees also need to be involved in monitoring and coaching less 
experienced employees. Legislation regarding computer monitoring may occur in the 
future. Both the U.S. House and Senate have considered legislation designed to pro¬ 
tect employees' rights from being violated by computer monitoring (the Privacy for 
Consumers and Workers Act). 


Using Performance Management Applications for Decision Making 

Performance management applications are available to help managers tailor perform¬ 
ance rating systems to jobs and to assist the manager in identifying solutions to per¬ 
formance problems,36 Software is available to help the manager customize perform¬ 
ance rating forms for each job. The manager determines the performance standard for 
each job and rates each employee according to the appropriate standards. The man¬ 
ager receives a report summarizing the employees' strengths and weaknesses. The re¬ 
port also shows how different an employee's performance was from the established 
standard. 

Performance diagnosis applications ask the manager for information about per¬ 
formance problems (Has the employee been trained in the skills that caused the per¬ 
formance problem?) and the work environment (Does the employee work under time 
pressure?). The software analyzes the information and describes solutions to consider 
in dealing with the performance problem. 


Training and Career Development Applications 

Training applications have been used primarily to track information related to train¬ 
ing administration (such as course enrollments, tuition reimbursement summaries, 
and training costs), employee skills, and employees' training activities. Important 
database elements for training administration include training courses completed, 
certified skills, and educational experience. Georgia Power, a utility company, uses a 
database system that tracks internal training classes, available classroom space, in¬ 
structor availability, costs, and the salaries of training class members.37 Figure 16.12 
illustrates a screen showing training costs for an accounting department. Cost infor¬ 
mation can be used by managers to determine which departments are exceeding their 
training budgets. This information can be used to reallocate training dollars during 
the next budget period. Databases are also available that provide professional em¬ 
ployees, such as engineers and lawyers, with access to summaries of journal articles, 
legal cases, and books to help these employees keep up to date.38 

Career development applications assess the employees' career interests, work val¬ 
ues, and career goals. The computer tells employees about positions in the company 
that meet their interests and values. Company information systems may also have ca- 
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SOURCE: Adapted from Spectrum Human Resource Systems Corporation, "TD/2000: Training and 
Development System: Sample Screens and Reports" (Denver, CO). 


FIGURE 16.12 

Example of a 
Training Budget 
Screen 


reer development plans for each employee. These may include information such as 
skill strengths, projected training and development needs, target positions, and rat¬ 
ings of readiness for managerial or other positions. 


Using Training and Career 

Development Applications for Decision Making 

Managers can use skills inventories to ensure that they are getting the maximum ben¬ 
efit out of their training budget. Using skills inventories, managers can determine 
which employees need training and can suggest training programs that are appropri¬ 
ate for their job and skill levels. Skills inventories are also useful for identifying em¬ 
ployees who are qualified for promotions and transfers. Finally, they can also help 
managers quickly build employee teams with the necessary skills to respond to cus¬ 
tomer needs, product changes, international assignments, or work problems. 

Career development applications can help improve the effectiveness of managers' 
career development discussions with employees. They also help employees determine 
their interests, goals, and work values, which is often a difficult and uncomfortable 
task for managers. By having employees complete a self-assessment of interests, goals, 
and values, managers and employees can have a more efficient and effective career de¬ 
velopment discussion that focuses on developing career plans and helping employees 
progress toward their career goals. 

Career development applications also can help managers advise employees on 
available development opportunities (such as new jobs). For example, 3M has an 
internal search system that helps managers identify qualified internal candidates for 
job openings and a job information system that gives employees access to information 
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about internal job openings and the opportunity to nominate themselves for open¬ 
ings. 39 


Compensation and Benefits Applications 

Applications in compensation and benefits include payroll, job evaluation, salary sur¬ 
veys, salary planning, international compensation, and benefits management. 


Payroll 

Meeting a payroll involves calculating and reporting federal, state, and local taxes; 
computing gross pay, deductions, and net pay for each pay period; arranging for trans¬ 
fer of money into appropriate accounts; distributing payments and records to em¬ 
ployees; and reporting dollars allocated to payroll and benefits to the accounting func¬ 
tion. Several issues have to be considered in designing or choosing a payroll system. 
The company must decide whether payroll will be administered in-house or by a serv¬ 
ice bureau. The company must also decide the extent of integration between payroll 
and other human resource information systems. 

In many companies payroll is done by a service bureau, a company that provides 
payroll services to other organizations. One of the advantages of a service bureau is 
that it ensures that the company's payroll meets federal, state, and local laws. It also 
provides a level of computer expertise that may be unavailable within the company. 
Many service bureaus have developed other human resource applications that inte¬ 
grate with their payroll systems. However, a problem arises when a company wants to 
use human resource applications that have not been developed by the service bureau. 
The service bureau may be unable or unwilling to integrate its payroll system with 
other applications. 

Besides deciding whether to have its payroll done by a service bureau, managers 
have to decide whether payroll will be integrated with other human resource data sys¬ 
tems. In an integrated payroll system, the information in the payroll system is shared 
with other databases. In most companies payroll is not linked to other human re¬ 
source information systems. However, the trend is toward integrated systems because 
of the reduced costs resulting from sharing databases. Another advantage of an inte¬ 
grated payroll is that it cuts down on the storage of redundant information, thus 
speeding up the computer. Tesseract Corporation's payroll system is completely inte¬ 
grated with both its human resource manager and its benefits systems. Information 
needed for salary planning and compliance with government regulations can be 
shared between the systems. The integration of payroll with other systems raises im¬ 
portant security issues because access to payroll data needs to be restricted to certain 
employees. 


Job Evaluation 

Job evaluation involves determining the worth of each job and establishing pay rates. 
In computerized job evaluation, jobs are given points, and the relative worth of each 
job is determined by the total number of points. 40 Managers and employees complete 
surveys that ask them to rate their jobs' level of problem solving, interaction with 
customers, and other important compensable factors. The survey data are entered 
into the computer. A summary of the survey responses is generated and checked for 
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accuracy (for example, jobs high in complexity should also have high ratings of re¬ 
quired job knowledge). The computer calculates a point value to assign each job to a 
salary grade. 


Salary Surveys 

Salary surveys are sent to competing companies to gain information about compen¬ 
sation rates, pay levels, or pay structures. The information gathered may include 
salary ranges, average salary of job incumbents, and total compensation of job in¬ 
cumbents. Software designed specifically for this purpose collects, records, analyzes, 
and generates reports comparing company salary ranges with those of competitors. 


Salary Planning 

Salary planning anticipates changes in employees' salaries because of seniority or per¬ 
formance. Salary planning applications calculate merit increase budgets and allocate 
salary increases based on merit or seniority. They also allow users to see what effect 
changes in the amount of money devoted to merit, seniority, or cost-of-living wage 
increases would have on compensation budgets. 

Home Box Office (HBO) has a proactive approach toward compensation.41 The 
company believes that all employees should understand their salary, why it was as¬ 
signed. and what type of merit increase they can expect. Merit increases are based on 
performance ratings. The information service staff helps the human resource depart¬ 
ment administer the performance reviews by providing an evaluation report for each 
employee. The report includes the employee's current salary and performance evalu¬ 
ations from previous years. The information systems staff also assists in the bonus ad¬ 
ministration program, converting each employee's performance ratings into a bonus 
rating, developing calculation worksheets, entering data, and providing a wide range 
of reports that are needed to determine the amount of money available for merit 
raises. One of the software products related to the bonus system is a report that esti¬ 
mates and calculates bonuses for employees and confirms the approved bonus. 


International Compensation 

Software applications also perform U.S. and foreign tax calculations necessary to de¬ 
termine the costs of international assignments. Many international compensation ap¬ 
plications can also calculate salary levels and cost-of-living differentials between U.S. 
and foreign cities. 


Benefits Management 

Benefits can be classified into three types: time benefits (sick leave, parental leave), 
risk benefits (various forms of health and long-term disability insurance that help em¬ 
ployees and their families in case of injury or death), and security benefits (retirement 
and savings programs).42 Benefits management includes tracking coverage for em¬ 
ployees and former employees, producing reports on changes in benefits coverage, 
and determining employee eligibility for benefit plans. Software is available ~o help 
administer flexible benefits programs, pensions, retirement planning, and defined 
benefit and defined contribution plans. These applications can track the employee's 
enrollment in each part of the benefit plan, track claims, communicate premium 
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costs to employees, calculate taxes, and determine employee eligibility for coverage. 
Siemens Corporation uses a flexible benefit software application that allows employ¬ 
ees from all 40 Siemens companies to enroll in and inquire about their benefits plans 
by using a touchtone telephone. 43 Benefits software applications can reduce the time 
it takes to process changes in employees' benefit plans. They also allow employers to 
track current benefit expenses and project future benefits costs. 

Benefits software applications can also help companies comply with federal legis¬ 
lation regarding benefits. For example, the Comprehensive Omnibus Budget Recon¬ 
ciliation Act (COBRA) requires companies to offer health benefits to terminated and 
retired employees. The company must ensure that all eligible former employees and 
their dependents have been notified of their option of continuing health care bene¬ 
fits; it must also track who accepts and who declines coverage and determine when 
COBRA coverage has expired. 44 Software is available that automates the record¬ 
keeping and reporting requirements necessary to comply with COBRA. 

Using Compensation and Benefits Applications fOT Decision Making 
The software applications mentioned provide graphic depictions of pay ranges and 
salary lines. They allow managers to quickly see the effects of changes in compensa¬ 
tion rates and policies. Compensation and benefit applications can be useful for de¬ 
termining the impact of different percentages of pay increases on total compensation 
costs. Managers can use job evaluation data to determine which jobs are over- or un¬ 
derpaid in comparison with other jobs in the company. Hypothetical pay ranges can 
be constructed based on different compensation strategies. For example, the costs of 
a "lead the market" strategy can be determined before the company decides on this 
compensation approach. 

Managers can also use compensation information to adjust an individual em¬ 
ployee's compensation. For example, managers can determine whether employee per¬ 
formance ratings are related to merit increases and can identify the employee's posi¬ 
tion within the pay range. 


Improving HRM Effectiveness 
through New Technologies-E-HRM 

Over the past 5-10 years, as HRM functions sought to playa more strategic role in 
their organizations, the first task was to eliminate transactional tasks in order to free 
up time to focus on traditional and transformational activities. As indicated in Figure 
16.5, o~tsourcing of many of these activities provided one mechanism for reducing 
this burden. However, more relevant today is the focus on the use of information 
technology to handle these tasks. Early on this was achieved by the development and 
implementation of information systems that were run by the HRM function but more 
recently have evolved into systems that allow employees to serve themselves. Thus, 
for example, employees can access the system and make their benefit enrollment, 
changes, or claims online. Clearly, technology has freed HRM functions from trans¬ 
actional activities to focus on more strategic actions. The "Competing in the New 
Economy" box illustrates how Oracle Corporation has leyeraged e-HRM to transform 
its HRM function. 

However, the speed requirements of e-business force HRM functions to explore 
how to leverage technology for the delivery of traditional and transformational HRM 




Levera gi n g Itch no! ogy 
for HRM Efficiency 



The promise and the challenge 
of e-business technology are 
that it enables firms to review 
and reengineer traditional 
processes that exist within the 
firm, even those of HRM pro¬ 
grams. Some companies, such 
as Oracle Corporation, have 
discovered that when they rise 
to this challenge, they fulfill the 
promise of vast efficiency im¬ 
provements, particularly in the 
area of HRM. It has saved over 
a billion dollars using its own 
e-business software, and a sig¬ 
nificant part of that savings has 
come through the transforma¬ 
tion of HRM. 

Oracle is the world's second 
largest independent software 
company, and because of its 
growing global workforce it 
must manage administrative ac¬ 
tivities as smoothly and effi¬ 
ciently as possible. It is utilizing 
automation to achieve a cost- 
effective "B2E" (business to 
employee) relationship that en¬ 
hances both employee produc- 
tivity and workforce return on 
investment. 

Much of Oracle's HRM trans¬ 
formation has come about 


through moving routine, day-to- 
day administrative tasks online. 
This has allowed its HR profes¬ 
sionals to focus on more 
productive activities such as re¬ 
cruiting, staffing, training, and 
compensation. "It's been a re¬ 
markable journey," stated 
senior VP of HR Joyce Wester- 
dahl. "Before setting out on 
this e-biz transformation, Oracle 
carefully measured and audited 
the work that was taking place 
within the HR organization 
worldwide. We discovered that 
about 60 percent of the work 
that HR people were doing in- 
votved simple administrative 
tasks. With self-service capabili¬ 
ties, we've been able to break 
away from the routine and 
focus more on the strategic 
issues." 

Using its HRM information 
system, Oracle has been able 
to 

• Deliver 100 percent Internet- 
architected, self-service tools 
for all managers and 
employees. 

• Automate virtually every 
routine transaction by 


introducing self-service 
applications and work-flow 
automation. 

• Consolidate multiple 
disparate HRM systems 
around the world. 

• Reduce administrative costs, 
thus enabling Oracle to 
increase the ratios of HR 
administrative staff to 
employees. Its previous ratio 
of one HR administrative 
staff person for every 800 
employees is now one for 
every 3,000 employees. 

Such efficiencies have en¬ 
abled Oracle to run HRM at a 
zero growth budget even when 
the firm is growing 10 percent a 
year. "Our B2E strategies have 
brought us great success," says 
Westerdahl. "We will continue 
to add more and more capabili¬ 
ties to empower employees 
and managers with the tools 
and knowledge they need to 
be as effective and as produc¬ 
tive as possible." 

SOURCE: C. Collett, "Business to Employee: 
Automating the HR Function," CMA 
Management 75, no. 7 (October 1, 2001), p. 
20 . 


activities. This does not imply that over time all of HRM will be executed over the 
Web, but that a number of HRM activities currently delivered via paper or face-to- 
face communications can be moved to the Web with no loss (and even gains) in ef¬ 
fectiveness and efficiency. This is illustrated by Figure 16.13. We explore some exam¬ 
ples next. 
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FIGURE 16.13 E-Enabled Delivery of HRM 

Change in Delivery 


Traditional face- 
to-face delivery 


4 


Transformafi 

Knowledg 
Strategic redir| 
Cultu 
Manageme 


onal (25-35%) 

management 
Action and renewal 
al change 
it development 


Electronic 

delivery 


d 


Traditional (25-35%) 




RecruitmerA and selection 
Training 

management 
ensation 
ie relations 


Performan® 
Com! 
Employ^ 

Transact! 
Benefits 
Recotfi 


(15-25%) 

Administration 
keeping 

Employfce services 


Recruitment and Selection 

Traditional recruitment and selection processes have required considerable face-to- 
face communications with recruitment firms and potential employees, labor-intensive 
assessment devices, and significant monitoring of managerial decisions to ensure that 
hiring patterns and decisions do not run afoul of regulatory requirements. However, 
technology has transformed these processes. 

For example, online recruiting accounted for one of every eight hires last year, ac- 
cording'to k-force.com's poll of 300 U.S. companies. IBM employees now fill out 
forms on the Web to identify contract help they need, and that information is im¬ 
mediately sent to 14 temp agencies. Within an hour agencies respond with resumes 
for review, allowing IBM to cut hiring time from 10 days to 3 and save $3 million per 
year. 

In addition, firms such as Q-Hire in Austin, Texas, provide online testing services. 
Applicants for positions at a firm are directed to a website where they complete an as¬ 
sessment device. Their scores are immediately compared to an ideal profile, and this 
profile comparison is communicated to the company screening manager. Firms can 
gather considerable amounts of relevant information about potential employees long 
before they ever need to set foot on company premises. 

Finally, technology has enabled firms to monitor hiring processes to minimize the 
potential for discriminatory hiring decisions. For example, as noted in Chapter 3, 
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Home Depot was accused of forcing female applicants into cashier jobs while reserv¬ 
ing the customer service jobs for males. While not admitting guilt, as part of their con¬ 
sent decree Home Depot uses technology to identify people who have skills for jobs 
they are not applying for based on key words in their resumes. In addition, the tech¬ 
nology forces managers to interview diverse candidate sets before making decisions. 

Compensation and Rewards 

Compensation systems in organizations probably reflect the most pervasive form of 
bureaucracy within HRM. In spite of the critical role they play in attracting, moti¬ 
vating, and retaining employees, most systems consist of rigid, time-consuming, and 
ineffective processes. Managers fill out what they believe to be useless forms, ignore 
guidelines, and display a general disdain for the entire process. 

Leveraging technology may allow firms to better achieve their compensation goals 
with considerably less effort. For example, one problem many merit or bonus pay 
plans face is that managers refuse to differentiate among performers, giving everyone 
similar pay increases. This allows them to spend less time thinking about how to man¬ 
age (rate and review) performance as well as minimizes the potential conflict they 
might face. Thus employees do not see linkages between performance and pay, re¬ 
sulting in lower motivation among all employees and higher turnover among top per¬ 
formers (and possibly lower turnover among bottom performers). To minimize this. 
Cypress Semiconductors requires managers to distinguish between equity and merit 
and forces distributions with regard to both concepts. 45 For example, equity means 
that the top-ranked performer in any group of peers should make 50 percent more 
than the lowest-ranked performer, and people with comparable performance should 
receive comparable salaries. With regard to merit, there must be at least a 7 percent 
spread between the lowest and highest pay raises (if the lowest raise is 3 percent, then 
the highest must be at least 10 percent). If ratings and raises are input into a system, 
the firm can monitor and control the rating process to ensure that adequate differen¬ 
tiations are made consistent with the policy. 

Training and Development 

Exploring different vehicles for delivering training (PC, video, and the like) certainly 
is not a new concept. In addition, a number of firms have begun delivering training 
via the Web. Their experience suggests that some types of training can be done ef¬ 
fectively via the Internet or an intranet, whereas others might not. For example, com¬ 
panies such as IBM and Den both boast that they have developed Internet-based 
training for some parts of their workforce. 

Interestingly, the challenge of speedy delivery of HRM services brings the concept 
of Internet-based training to the forefront. In today's competitive environment, firms 
compete to attract and retain both customers and talented employees. How well a 
firm develops and treats existing employees largely determines how well it achieves 
these outcomes. Yet the challenges of speed, project focus, and changing technology 
create environments that discourage managers from managing their people, resulting 
in a situation where employees may not feel respected or valued. 

This presents a challenge to firms to provide both the incentive and the skills 
for managers to treat employees as assets rather than commodities. Consider how 
Internet-based training might facilitate this. Assume that you work for Widget.com, 
a fast-growing, fast-paced e-business. You arrive at work Monday morning, and your 
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e-mail contains a high-priority message with either an attachment or a link to a URL. 
It is your Monday morning challenge from the CEO, and you know that the system 
will track whether you link and complete this challenge. When you link to it, you see 
a digital video of your CEO telling you how people are Widget, corn's competitive ad¬ 
vantage, and that when they don't feel valued, they leave. Thus his challenge to you 
is to make your employees feel valued today. To do so, you will in the next 10 min¬ 
utes learn how to express appreciation to an employee. You receive six learning 
points; you observe a digitized video model performing the learning points; you re¬ 
view the learning points again and take a quiz. Youthen see the CEO giving you the 
final challenge: that in the next 15 minutes you are to take one of your employees 
aside and express your appreciation using the skill you just developed. 

Notice the advantages of this process. First, it was not time-consuming like most 
three-day or one-week training programs. The entire process (training and demon¬ 
stration with a real employee) took less than 30 minutes; you have developed a skill; 
and an employee now probably feels better about the organization. It communicated 
a real organizational value or necessary competency. It didn't require any travel ex¬ 
penses to a training facility. It did not overwhelm you with so much information that 
you would be lucky to remember 10 percent of what you were exposed to. Finally, it 
was a push, rather than pull, approach to training. The firm did not wait for you to 
realize you had a deficiency and then go search and sign up for training. It pushed the 
training to you. 

Thus technology allows firms to deliver training and development for at least some 
skills or knowledge faster, more efficiently, and probably more effectively. It can 
quickly merge training, communication, and immediate response to strategic contin¬ 
gencies. 

Finding and Keeping the Best Employees 

Creating and nurturing a committed workforce presents a tremendous challenge to 
firms today. To do so requires that firms monitor commitment levels, identify poten¬ 
tial obstacles to commitment, and respond quickly to eliminate those obstacles. In 
large part, attitude surveys have constituted the platform from which these activities 
were managed in the past. 

Consider the traditional attitude survey. Surveys are administered to employees 
over a period of four to six weeks. The data are entered and analyzed, requiring an¬ 
other six to eight weeks. A group interprets the results to identify the major problem 
areas, and task forces are formed to develop recommendations; this process easily 
takes another four to six months. Finally, decisions must be made about implement¬ 
ing the t~sk force recommendations. In the end, at best employees might see re¬ 
sponses to their concerns 12 to 18 months after the survey-and then the survey ad¬ 
ministrators cannot understand why employees think that completing the survey is a 
waste of time. 

Now consider how technology can shorten that cycle. E-pulse represents one at¬ 
tempt to create a platform for almost real-time attitude surveys. Developed by 
Theresa Welbourne at the University of Michigan, E-pulse is a scalable survey device 
administered online. Normally three questions are asked regarding how employees 
feel about work, but more questions can be added to get fe~dback on any specific issue. 
The survey goes out online, and when employees complete it, the data are immedi¬ 
ately entered and analyzed. In essence, the part of the process that took four months 
in the past has been reduced to a day. 
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Next the firm can decide how it wants to use the information. For example, it 
could be broken down by business, site, or work unit, with the relevant information 
going to the leader of the chosen unit of analysis. In essence, a supervisor could re¬ 
ceive almost immediate feedback about the attitudes of his or her work group, or a 
general manager about his or her business unit. The supervisor or manager can re¬ 
spond immediately, even if only to communicate that she or he realizes a problem ex¬ 
ists and will take action soon. 

One must recognize that although the technology provides for faster HRM, only a 
more systemic approach will ensure better and smarter HRM. For example, dissemi¬ 
nating the information to the supervisors and managers may be faster, but unless those 
individuals possess good problem-solving and communication skills, they may either 
ignore the information or, worse yet, exacerbate the problem with inappropriate re¬ 
sponses. As we noted with regard to training, this systemic approach requires knock¬ 
ing down traditional functional walls to deliver organizational solutions rather than 
functional programs. Thus the challenge is to get beyond viewing the technology as 
a panacea or even as a functional tool, but rather as a catalyst for transforming the 
HRM organization. 

Benefits applications are useful for evaluating the costs of changes in benefits avail¬ 
ability and how changes in the characteristics of the employee population (such as age 
or gender) may affect benefits costs. The implications of different types of early retire¬ 
ment programs on benefits costs can also be considered before a program is offered. 
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Blowing up HRM has become a mantra in the field since Tom Stewart wrote his 
original essay. He received a number of responses from thought leaders in HRM 
who reacted to his suggestion. 46 Interestingly, those responses seemed to concur 
with his thesis. Many in the field suggested that he was correctly criticizing” old 
HRM," which undoubtedly consists of predominantly transactional activities and 
is characterized by an overwhelmingly bureaucratic mindset. 

However, as we have seen in this chapter, HRM has been in a process oftrans- 
formation from transactional to transformational activities, and from playing 
the role of a bureaucratic" cop" to becoming a strategic business partner. This 
transformation was driven by the war for talent during the late 1990s and into 
2000, which heightened firms' concerns about being able to attract and retain 
highly skilled technology and managerial professionals. This brought recruitment 
to the forefront and illustrated the important role of HRM. In addition, much of 
the transformation of HRM has been enabled by state-of-the-art e-HRM tech¬ 
nologies, which have become integral to HRM. This is illustrated by Table 16.6, 
which presents the average 2001 salaries for a variety of HR professionals as well 
as their average increase since 2000. As you can see, the HRISspecialists and re¬ 
cruiters were among those receiving the largest increases in pay between 2000 
and 2001. 

Tom Stewart's suggestion to blow up HRM has been heard and followed. HRM 
in today's top companies looks nothing like HRM of 20 years ago. This change 
presents a tremendous opportunity for those seeking careers in the HRM profes¬ 
sion. 

Questions 

1. How has the field of HRM responded to the challenge Tom Stewart laid out 
to blow up HRM? 

2. What do you think is the future of HRM? Is it a positive one or a negative one? 
Why? 


Summa 


The roles required of the HRM function have changed as 
people have become recognized as a true source of com¬ 
petitive advantage. This has required a transformation of 
the HRM function from focusing solely on transactional 
activities to an increasing involvement in strategic activ¬ 
ities. In fact, according to a recent study, 64 percent of HR 
executives said that their HRM function is in a process of 
transformation. 47 The strategic management of the HRM 
function will determine whether HRM will transform it¬ 
self to a true strategic partner or simply be blown up. 

In this chapter we have explored the various changing 
roles of the HRM function. HRM today must play roles as 
an administrative expert, employee advocate, change 


agent, and strategic partner. The function must also de¬ 
liver transactional, traditional, and transformational serv¬ 
ices and activities to the firm, and it must be both efficient 
and effective. HR executives must strategically manage 
the HRM function just as the firm must be strategically 
managed. This requires that HRM develop measures of 
the function's performance through customer surveys and 
analytical methods. These measures can form the basis for 
planning ways to improve performance. HRM perform¬ 
ance can increase throwgh new structures for the function, 
through using reengineering and information technology, 
and through outsourcing. 
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Discussion Questions 


1. Tom Stewart, in the opening vignette, suggested that 
HRM be blown up. Do you agree? Why or why not? 
Which parts should be blown up and how? 

2. Why have the roles and activities of the HRM func¬ 
tion changed over the past 20 to 30 years? What has 
been driving this change? How effectively do you think 
HRM has responded? 

3. How can the processes for strategic management dis¬ 
cussed in Chapter 2 be transplanted to manage the 
HRM function? 

4. Why do you think that few companies take the time to 
determine the effectiveness of HRM practices? Should 
a company be concerned about evaluating HRM prac¬ 
tices? Why? What might people working in the HRM 
function gain by evaluating the function? 

5. How might imaging technology be useful for recruit¬ 
ment? For training? For benefits administration? For 
performance management? 


6. Employees in your company currently choose and en¬ 
roll in benefits programs after reading communications 
brochures, completing enrollment forms, and sending 
them to their HR rep. A temporary staff has to be hired 
to process the large amount of paperwork that is gener¬ 
ated. Enrollment forms need to be checked, sorted, 
batched, sent to data entry, keypunched, returned, and 
filed. The process is slow and prone to errors. How 
could you use process reengineering to make benefit 
enrollment more efficient and effective? 

7. Some argue that outsourcing an activity is bad because 
the activity is no longer a means of distinguishing the 
firm from competitors. (All competitors can buy the 
same service from the same provider, so it cannot be a 
source of competitive advantage.) Is this true? If so, 
why would a firm outsource any activity? 


Web Exercise 


Hewlett-Packard (HP) is one of the world's largest com¬ 
puter companies and producer of test and measurement 
instruments. HP is well known for its printers that set the 
standard for technology, performance, and reliability. HP 
also manufactures medical electronic equipment, instru¬ 
ments and systems for chemical analysis, handheld calcu¬ 
lators, and electronic components. With 125,000 employ¬ 
ees worldwide, HP is headquartered in Palo Alto, 
California. HP is consistently recognized as one of the best 
companies to work for. Visit its website at 


Click on "company information" and "about hp." Review 
HP's corporate objectives (click on "corporate objec¬ 
tives") and the company's commitment to diversity and 
work life (click on "diversity @ hp"). 

Questions 

1. What are HP's corporate objectives? 

2. What human resource practices help HP reach its cor¬ 
porate objectives? 
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Gap: Missing That Ol' Mickey Magic 


Bad fashion calls and an exodus of execs have Mickey Drexler's retail empire hurting 


For most of us, polo shirts peaked in popularity back in the 
mid-1990s. But somehow, fashion guru Millard S. 
"Mickey" Drexler became captivated by them last year. 
The chief executive of Gap Inc. insisted that his Gap- 
brand stores carry deep inventories in an unusually wide 
palette of colors. Gap merchandising managers, unable to 
dissuade him from the idea, produced data suggesting that 
three or four colors account for the vast majority of sales. 
But Drexler was adamant, saying he didn't want to miss a 
sale to an XXL customer who wanted the shirt in purple. 
While Gap defends the plan as having "brought fashion to 


a basic item," the offbeat colors bombed. Stores wound up 
with mounds of marked-down polo shirts. 

Call it another losing bet for Mickey Drexler. Long 
hailed as the merchant king whose inspired wager on 
khaki pants ignited a huge growth spurt in the late 1990s, 
Drexler recently has been on a ruinous losing streak. Gap's 
once-reliable growth engine has seized up: sales at stores 
open at least a year pluQlmeted by 17 percent in both Au¬ 
gust and September. As Drexler acknowledges, each of the 
company's three core brands-Gap, Banana Republic, and 
Old Navy-has come untethered from the tight rapport 
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with consumers that accounted for its earlier prosperity. 
Aggravating those tensions are the CEO's dogged insis¬ 
tence on adding new stores while trying to fix the funda¬ 
mentals, plus management turnover, in particular last 
year's exodus of some seasoned executives who knew when 
to rein in Drexler's impulses. 

Now, many analysts and investors, who long trusted 
that Drexler, 57, would once again pull a rabbit out of his 
hat as he did during a downturn in the mid-1990s, fear 
that he has lost his magic. Even in a tough retail environ¬ 
ment, Gap's declining same-store sales are worse than 
those of its peers, having fallen 11 percent so far this year 
after declining 5 percent in 2000. In contrast, Abercrom¬ 
bie & Fitch Co.'s are down 7 percent, while American 
Eagle Outfitters Inc.'s are up 4.4 percent. Emme P. Kozloff, 
an analyst at Sanford C. Bernstein & Co., expects Gap to 
lose $216.6 million in the third quarter, including a charge 
of $140 million to $150 million related to an adjustment 
in tax rates. That follows five consecutive quarters of de¬ 
clining profits. Says Kozloff, "The Street has relied way 
too much on the 'Mickey will fix it' idea. It's amazing that 
people give him the benefit of the doubt." Increasingly, 
however, they don't: Gap's shares are trading around 
$14. down from $35 in May and slightly more than one- 
quarter of their high in February 2000. 

While some observers figure the nation's more sober 
mood could spur a shift from rhinestone-encrusted jeans 
and other novelties to more tried-and-true styles. Gap 
won't necessarily benefit. Its customers have been fleeing 
to discounters, such as Kohl's and Target, and youth- 
oriented chains, such as American Eagle, that offer simi¬ 
lar goods. "Somewhere along the line, Gap just lost it," 
says New York retail consultant Wendy Liebmann. 

Drexler scoffs at that and refuses to concede that he 
doesn't get it anymore. "I'm absolutely still in touch, talk¬ 
ing to customers every day, looking at product every day, 
involved in the creative processes," he says. And so far, 
Gap board members and the company's founding Fisher 
family continue to express full support. "I don't know of a 
merchant better than Mickey," says director Adrian D.P. 
Bellamy, chairman of Gucci Grqup. "He's going through a 
difficult time, but I believe Mickey will lead the company 
to better days ahead." Board member and Apple Com¬ 
puter Inc. CEO Steven P. Jobs insists there's no talk of re¬ 
placing Drexler: "The question's not even in the ballpark." 

But talk to some of the legions of executives who have 
left Gap over the past couple of years and you get a differ¬ 
ent assessment. BusinessWeek spoke to 10 former execu¬ 
tives, none of whom would be identified, who painted a 
disturbing picture of a manager whose short attention 
span and impulsive flip-flopping has cost the company 
dearly in both dollars and strategic detours. Drexler's er¬ 
ratic style arguably didn't matter so much during the flush 
times, when Gap could afford the inefficiency and waste 


that sudden changes of heart create. Besides, his guesses 
were more often right than wrong. Old Navy, launched in 
1994, soared to $1 billion in sales in only five years on the 
strength of low-cost, whimsical fashions aimed at teens 
and their parents. 

Former execs say Drexler still insists, though, on run¬ 
ning the chain in a hands-on style and relying to an 
alarming degree on gut decisions. Critics contend that the 
company "is too big to be run by an entrepreneurial, pos¬ 
sessed genius," as one alumnus puts it. It hasn't been un¬ 
usual for Drexler to approve, say, gingham-check skirts for 
the Gap chain only to coolon them once they arrive from 
the factory, says a former manager. The skirts were shipped 
to Gap's outlet stores, forcing the regular stores to overem¬ 
phasize core denim styles to fill the void. "When you see 
the denim stretched out in the store and think it sure 
looks kind of basic, it means Mickey fell out of love with 
something," the exec says.... "He'll pull the plug on 
things," says the former exec. "It's part of his emotional 
style." Gap dismisses such complaints, saying such changes 
are "part of the normal give and take of the business." 

CONCRETE FLOORS? Some of the flip-flops have 
strained relations not just among Drexler's staff but also 
with external partners whose goodwill Gap needs to culti¬ 
vate. Drexler created an internal uproar last summer when 
he greenlighted a change in design for new Gap stores 
without making sure that company real estate specialists 
assigned to negotiate with mall developers had been in¬ 
formed. The real estate team then had to go back to de¬ 
velopers to persuade them to accept the new design, 
which uses concrete floors and open ceilings rather than 
the maple floors and finished ceilings that had been prom¬ 
ised.... 

Of course, creative types often have disruptive person¬ 
alities. Board member Jobs, no stranger to an impulsive 
management style, defends Drexler-who sits on Apple's 
board-on those grounds. "I think Mickey Drexler is a 
creative person," Jobs says. "As a creative person, he's not 
a robot-he's a human being with moods. When he sees 
something he doesn't like, he says so." Drexler sees that as 
a requirement in an ever-changing industry. "I do like to 
introduce newness at the edges of the business all the 
time," he says. "That might be read as mercurial or incon¬ 
sistent, but you can't get the new ideas without challeng¬ 
ing current ideas." 

To be sure, some of Drexler's staff find his style moti¬ 
vating. "Creative people really like working with him be¬ 
cause he's emotional, passionate," says Amy Schoening, 
senior vice president and chief marketing officer at Gap. 
She recalls Drexler's insistence two years ago that Banana 
Republic cast some older people in its catalog, over the 
objections of Schoening and her staff. Now, she concedes 
the "inclusive" move generated goodwill among those 
older customers. Dennis Connors, who left his post as 
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Gap's chief information officer in 1999, adds, "People who 
blame Mickey, they have to grow up. It's a fast-paced com¬ 
pany. The cycle times for fashion are getting shorter and 
shorter." 

REACHING OUT. Problem is, in the past, there were 
plenty of veteran managers and staffers around who could 
talk Drexler out of going too far out on a limb. Today 
many of those veterans have left the company. Of the 23 
corporate and divisional officers named in Gap's 1999 an¬ 
nual report, 8 have departed for various reasons, including 
4 of the 5 officers in the Gap division. True, Drexler gets 
good marks for some of his replacements. That's particu¬ 
larly the case with nine-year board member John M. Lil¬ 
lie, who was put on the payroll in January as vice chair¬ 
man and assigned to such crucial matters as manufacturing 
and distribution systems and cost-cutting, none of them 
Drexler's forte.... 

Still, it may take a while for the new execs to decode 
Drexler-to "lip-read" him, as company insiders say. An 
edict to order 50,000 more shirts might be meant literally, 
or it could just be a metaphor for taking risks. "You have 
to figure out when he's serious and when he's emotionally 
going off," explains a former Gap exec. Meanwhile, 
staffers often end up playing guessing games in which they 
debate what they think the CEO wants, says another for¬ 
mer manager. And with some of the newcomers arriving 
from very different corporate cultures, the learning curve 
may be steep. "They all could potentially have what it 
takes to run their businesses, but do they have experience 
in their positions? No," says Karen Hiatt, an analyst at 
Gap shareholder Dresdner RCM Global Investors. 

With all three chains facing big problems, there's no 
time to waste.... The biggest problem, though, is at the 
core Gap chain, which in its peak years appealed to every¬ 
one from teens to baby boomers with its huge selection of 
khakis and wearable tops. Drexler took a serious wrong 
turn in 1999, pushing Gap into fashions that were too 
young-looking for its clientele. Today, he has gotten rid 


of the oodles of pink capri pants and cargo pants in favor 
of items with broader appeal that he hopes reflect "casual 
style." But that emphasis still seems to span irreconcilable 
genres. Earlier this year, Drexler declared Gap's target 
market to be 20- to 30-year-olds who crave fashion. So 
for the fall season, he ditched much of Gap's basic-style 
merchandise and took a stab at offering trendier, more 
cutting-edge fashions, such as belted sweaters and super¬ 
dark denim jeans and handbags. That's a risky move that 
has Gap vying in apparel's most treacherous segment 
against more agile competitors, such as American Eagle, 
which can revamp its merchandise mix in half the time 
Gap needs to respond to shifting tastes. Gap's plummeting 
same-store sales this fall suggest that Drexler is off-base 
again. 

With Lillie in place. Gap has finally committed to re¬ 
alistic cost-cutting. One of Lillie's more dramatic moves 
was a first-ever layoff of 1,040 employees in July. Yet 
Drexler continued to increase his store count by over 20 
percent in both 1999 and 2000. He has backed off a bit on 
the pace of expansion-from 10 percent for next year, to 
5 percent to 7 percenr-but some analysts wonder why 
he's expanding at all. Drexler insists there's still opportu¬ 
nity to be tapped but admits he's evaluating 2002 leases 
that haven't already been signed. 

Drexler's loyal supporters on the board say he's merely 
executing the strategy they set. "We all agreed to put the 
foot on the accelerator" for the massive expansion, says di¬ 
rector Bellamy. But with Gap heading for what looks like 
a wreck of a year, more investors wonder if Drexler has 
both hands on the wheel. 

SOURCE: Bu.sinessWeek onUne (November 9,2001). 

Questions 

1. What are some of the HRM issues inherent in Gap's re¬ 
cent problems? 

2. How would an effective strategic HRM function con¬ 
tribute to putting Gap back on track? 


Notes 


- • 
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VIDEO CASE 



Workplace Eiponomies 
Is Good Busirii 


less 


During the Industrial Revolution a 
century ago, workplace injuries were 
so commonplace that they were sim¬ 
ply considered one of the hazards of 
having a job. Children and adults 
were often maimed or disfigured in 
factory accidents. Today strict regu¬ 
lations cover safety in the workplace, 
guided by the U.S. Department of 
Labor’s Occupational Safety and 
Health Administration (OSHA). 
But during the past couple of 
. decades, as industry itself has 
changed, a different t] 


ders (MSDs). M&L)s are injuries re¬ 
sulting from overexertion and repeti¬ 
tive motion, such as constantly 
lifting heavy loads or grabbing and 
twisting a piece of machinery. People 
who sit at computer workstations all 
day are susceptible to MSDs as well, 
particularly carpal tunnel syndrome, 
which affects the nerves of the hand, 
wrist, and arm. According to OSHA, 
about one third of repetitive stress 
injuries, or 600,000, are serious 
enough to require time off the job., 
which means that businesses pay for 
these injuries not only in medical 
costs but in lost productivity. They 
can also contribute to high employee 
turnover. No one disputes that these 
injuries occur. But various experts, 
industry leaders, and politicians 
argue about how severe the injuries 
are, who should pay for them, what 
should be done about them, and who 
takes ultimate responsibility for the 
safety of workers. 

One aspect of the whole issue of 
workplace injuries is ergonomics: 



“the applied science of equipment 
design, intended to reduce operator 
fatigue and discomfort, or as OSHA 
puts it, the science of fitting the job 
to the worker,” explains news corre¬ 
spondent Gwen Ifill. Ergonomics in¬ 
volves everything from developing 
new equipment, including desk 
chairs that support the back properly 
and flexible splints to support the 
wrist while typing, to designing bet¬ 
ter ways to use the equipment, such 
as the proper way to hold a computer 
mouse. Ergonomic standards are 
“about helping real people 
real problems, problems like i 
juries and carpal tunnel sy 
tendonitis—not minor act 
pains, but serious, life-altering in¬ 
juries,” notes Alexis Herman, former 
secretary of labor. 

Several years ago OSHA pro¬ 
posed new guidelines for better er¬ 
gonomic standards, targeting jobs 
where workers perform repetitive 
tasks, whether they are in processing 
poultry or delivering packages. The 
proposal required employers that re¬ 
ceived reports from workers who 
were suffering from MSDs to respond 
promptly with an evaluation and fol¬ 
low-up health care. Workers who 
needed time off could receive 90 per¬ 
cent of their pay and 100 percent of 
their benefits. Not surprisingly, argu¬ 
ments for and against the proposal 
broke out. OSHA spokesperson 
Charles Jeffers claimed that the 
guidelines “will save employers $9 
billion every year from what they’ve 
currently been spending on these 
problems.” Peg Seminario of the 


AFL-CIO noted that the guidelines 
did not go far enough because they 
did not cover “workers in construc¬ 
tion, agriculture, or maritime, who 
have very serious problems.” Pat 
Cleary of the National Association 
of Manufacturers argued that “there’s 
a central flaw here and that is that 
there is no . . . consensus in the sci¬ 
entific or medical community about 
the causes of ergonomics injuries.” 
Debates over the proposed rules’ 
merit were further clouded by the 
Small Business Administration’s pre¬ 
diction that implementing the stan¬ 
dards would cost industries $18 bil¬ 
lion; OSHA had forecast a mere $4.2 
billion. 

Just before he left office, Presi¬ 
dent Bill Clinton signed the bill into 
law, which was overturned by in¬ 
coming President George Bush and 
the new Congress. Calling the work¬ 
place safety regulations “unduly bur¬ 
densome and overly broad,” Bush 
signed a measure to roll back the 
new rules. 

Where do these actions leave 
workers and businesses in regard to 
workplace injuries? Legally, busi¬ 
nesses are not required to redesign 
work systems or continue full pay 
and benefits for an extended period 
after a work-related injury. But if the 
goal of a company is to find and keep 
the best employees, perhaps develop¬ 
ing good ergonomic practices makes 
good business sense. The high cost of 
treatnfent and turnover, not to men¬ 
tion lowered productivity, points to¬ 
ward prevention as a competitive 
strategy. “Good ergonomics in the of- 







fice should not be a big burden in a 
company and may be a way to retain 
good employees,” notes Peter Bud- 
nick, president and CEO of ErgoWeb 
Inc., an ergonomics consulting firm 
in Utah. Gary Allread, program di¬ 
rector at the Institute for Ergonomics 
at The Ohio State University, re¬ 
marks, “in my opinion, there’s 
enough research out there to show 
that implementing some of these 
types of controls can significantly re¬ 
duce workers’ compensation costs. 
... [But] there are also a lot of com¬ 
panies that aren’t as concerned about 
the health and welfare of their em¬ 
ployees, so they’re not attuned to the 
things that can be done” to minimize 
workplace repetitive stress injuries. 
In fact, they may not even realize 
that shifting an employee’s computer 
screen from the side to directly in 
front of the employee could actually 
prevent an injury. 


So perhaps the more savvy com¬ 
panies can use good ergonomics as a 
competitive strategy—to retain the 
best workers, boost morale, and even 
enhance productivity. “Employers 
have every incentive to protect em¬ 
ployees,” says Tim Hammonds, presi¬ 
dent of the Food Marketing Insti¬ 
tute. To that end, many supermarkets 
and grocery stores have already put 
ergonomics programs in place to pre¬ 
vent workplace injuries—with or 
without federal regulations. 

■■ . 

Questions ■■■, %■ ■# 

1. Do you agree or disagree that er¬ 
gonomics in the workplace 
should be covered by federal reg¬ 
ulations? Explain your answer. 

2. Choose a job with which you are 
familiar and discuss the possibili¬ 
ties for repetitive stress injuries 
that could occur on this job and 
ways they could be prevented. 


3. Imagine that you are the human 
resources manager for; 
that hires workers for j 
lected in question 2. 
might you encourage 
officials to take to id 
prevent potential MSDs? 

SOURCE: "Ergonomics Rules,” Wo: 

19, 2001), www.-workforce.cotn; ] Jo 
Expected to Rescind OSHA Rules,’ 

{Match 22, 2001), www.cnn.com; 1 
“Bush Signs Repeal-df Ergonomics I 
Washington Post (March 21, 2001), 
www.washingtonpost.com; J. Kuhnhenn, 
“House Joins Senate in Repeal of Workplace 
Ergonomics Rules,” San Jose Mercury News, 
www.slliconvailey.com; K. Kiely, “Housfc Votes 
to Repeal Ergonomics Rules,” USA Today 
(March 7, 2001), www.usatoday.com; D. Espo, 
“Senate Votes to Repeal Ergonomics Rules,” 
ABCNews.com (March 6,2001), 
www.abcnews.go.com; F Thibodeau, “OSHA 
Releases Final Version of Workplace Ergonomics 
Rules,” Cemputenvorld (November 13, 2000), 
www.computerworldlcom; video transcript, 
“Working Better,” Online NewsHour (November 
22,1999), www.pbs.org. 
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Acceptability The extent to which a performance meas¬ 
ure is deemed to be satisfactory or adequate by those who 
use it. 

Action learning Teams work on an actual business prob¬ 
lem, commit to an action plan, and are accountable for 
carrying out the plan. 

Action plan A written document that includes the steps 
the trainee and manager will take to ensure that training 
transfers to the job. 

Action steps The part of a written affirmative plan that 
specifieswhat an employer plans to do to reduce underuti¬ 
lization of protected groups. 

Adventure learning Learning focused on the develop¬ 
ment of teamwork and leadership skills by using structured 
outdoor activities. 

Affective outcomes Outcomes such as attitudes and 
motivation on the job. 

Agency shop A union security provision that requires 
an employee to pay union membership dues but not to 
join the union. 

Agent In agency theory, a person (e.g., a manager) who 
is expected to act on behalf of a principal (e.g., an owner). 
Alternative dispute resolution '(ADR) A method of re¬ 
solving disputes that does not rely on the legal system. 
Often proceeds through the fo~r stages of open door pol¬ 
icy, peer review, mediation, and arbitration. 

Alternative work arrangements Independent contrac¬ 
tors, on-call workers, and contract company workers who 
are not employed full-time by the company. 

Americans with Disabilities Act (ADA) A 1990 act 
prohibiting individuals with disabilities from being dis¬ 
criminated against in the workplace. 

Analytic approach Type of assessment of HRM effec¬ 
tiveness that involves determining the impact of, or the fi¬ 
nancial costs and benefits of, a program or practice. 
Anticipatory socialization Socialization that occurs be¬ 


fore an individual joins a company. Includes expectations 
about the company, job, working conditions, and inter¬ 
personal relationships. 

Appraisal politics A situation in which evaluators pur¬ 
posefully distort a rating to achieve personal or company 
goals. 

Apprenticeship A work-study training method with 
both on-the-job and classroom training. 

Arbitration A procedure for resolving collective bar¬ 
gaining impassesby which an arbitrator chooses a solution 
to the dispute. 

Assessment Collecting information and providing feed¬ 
back to employees about their behavior, communication 
style, or skills. 

Assessment center A process in which multiple raters 
evaluate employees'performance on a number of exercises. 

Associate union membership A form of union member¬ 
ship by which the union receives dues in exchange for 
services (e.g., health insurance, credit cards) but does not 
provide representation in collective bargaining. 

Attitude awareness and change program Program fo¬ 
cusing on increasing employees' awareness of differences 
in cultural and ethnic backgrounds, physical characteris¬ 
tics, and personal characteristics that influence behavior 
toward others. 

Attitudinal structuring The aspect of the labor-man¬ 
agement negotiation process that refers to the relationship 
and level of trust between the negotiators. 

Audiovisual instruction Includes overheads, slides, and 
video. 

Audit approach Type of assessment of HRM effective¬ 
ness that involves review of customer satisfaction or key 
indicators (e.g., turnovh rate, average days to fill a posi¬ 
tion) related to an HRM functional area (e.g., recruiting, 
training). 

Balanced scorecard A means of performance measure- 
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ment that gives managers a chance to look at their com¬ 
pany from the perspectives of internal and external cus¬ 
tomers, employees, and shareholders. 

Basic skills Reading, writing, and communication skills 
needed to understand the content of a training program. 
Behavior-based program A program focusing on chang¬ 
ing the organizational policies and individual behaviors 
that inhibit employees' personal growth and productivity. 
Benchmarking Comparing an organization's practices 
against those of the competition. 

Benchmarks© An instrument designed to measure the 
factors that are important to success. 

Benefits In reference to training evaluation, refers to 
what the company gains from the training program. 

Bona fide occupational qualification (BFOQ) A job 
qualification based on race, sex, religion, and so on that an 
employer asserts is a necessary qualification for the job. 

Career management system A system to retain and mo¬ 
tivate employees by identifying and meeting their devel¬ 
opment needs (also called development planning system). 
Career support Coaching, protection, sponsorship, and 
providing challenging assignments, exposure, and visibility. 
Centralization Degree to which decision-making au¬ 
thority resides at the top of the organizational chart. 
Checkoff provision A union contract provision that re¬ 
quires an employer to deduct union dues from employees' 
paychecks. 

Client-server architecture Computer design that pro¬ 
vides a method to consolidate data and applications into 
a single host system (the client). 

Closed shop A union security provision requiring a per¬ 
son to be a union member before being hired. Illegal under 
NLRA. 

Coach A peer or manager who works with an employee 
to motivate her, help her develop skills, and provide rein¬ 
forcement and feedback. 

Cognitive ability tests Tests that include three dimen¬ 
sions: verbal comprehension, quantitative ability, and rea¬ 
soning ability. 

Cognitive outcomes Outcomes used to determine the 
degree to which trainees are familiar with principles, facts, 
techniques, procedures, or processes emphasized in a train¬ 
ing program. 

Communities of training Groups of employees who 
work together, learn from each other, and develop a corn- 
man understanding of how to get work accomplished. 


Compa-ratio An index of the correspondence between 
actual and intended pay. 

Compensable factors The characteristics of jobs that an 
organization values and chooses to pay for. 

Competitiveness A company's ability to maintain and 
gain market share in its industry. 

Concentration strategy A strategy focusing on increas¬ 
ing market share, reducing costs, or creating and main¬ 
taining a market niche for products and services. 

Concurrent validation A criterion-related validity 
study in which a test is administered to all the people cur¬ 
rently in a job and then incumbents' scores are correlated 
with existing measures of their performance on the job. 

Consolidated Omnibus Budget Reconciliation Act 
(COBRA) The 1985 act that requires employers to per¬ 
mit employees to extend their health insurance coverage 
at group rates for up to 36 months following a qualifying 
event, such as a layoff. 

Content validation A test validation strategy performed 
by demonstrating that the items, questions, or problems 
posed by a test are a representative sample of the kinds of 
situations or problems that occur on the job. 

Coordination training Training a team in how to share 
information and decision-making responsibilities to max¬ 
imize team performance. 

Corporate campaigns Union activities designed to exert 
public, financial, or political pressure on employers during 
the union-organizing process. 

Cost-benefit analysis The process of determining the 
economic benefits of a training program using accounting 
methods. 

Criterion-related validity A method of establishing the 
validity of a personnel selection method by showing a sub¬ 
stantial correlation between test scores and job perform¬ 
ance scores. 

Cross-cultural preparation The process of educating 
employees (and their families) who are given an assign¬ 
ment in a foreign country. 

Cross-training Training in which team members under¬ 
stand and practice each other's skills so that members are 
prepared to step in and take another member's place should 
he or she temporarily or permanently leave the team. 

3 

Cultural immersion A behavior-based diversity pro¬ 
gram that sends employees into communities where they 
interact with persons from different cultures, races, and 
nationalities. 
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Decision support systems Problem-solving systems that 
usually include a "what-if feature that allows users to see 
how outcomes change when assumptions or data change. 

Delayering Reducing the number of job levels within an 
organization. 

Departmentalization Degree to which work units are 
grouped based on functional similarity or similarity of 
workflow. 

Development The acquisition of knowledge, skills, and 
behaviors that improve an employee's ability to meet 
changes in job requirements and in client and customer 
demands. 

Direct applicants People who apply for a job vacancy 
without prompting from the organization. 

Direct costs Training costs including salaries and bene¬ 
fits for all employees involved in training; program mate¬ 
rial and supplies; equipment or classroom rentals or pur¬ 
chases; and travel costs. 

Disparate impact A theory of discrimination based on 
facially neutral employment practices that disproportion¬ 
ately exclude a protected group from employment oppor¬ 
tunities. 

Disparate treatment A theory of discrimination based 
on different treatment given to individuals because of 
their race, color, religion, sex, national origin, age, or dis¬ 
ability status. 

Distributive bargaining The part of the labor-manage¬ 
ment negotiation process that focuses on dividing a fixed 
economic "pie." 

Diversity training Training designed to change em¬ 
ployee attitudes about diversity and/or develop skills 
needed to work with a diverse workforce. 

Downsizing The planned elimination of large numbers 
of personnel, designed to enhance organizational effec¬ 
tiveness. 

Downward move A job change involving a reduction in 
an employee's level of responsibility and authority. 

Due process policies Policies by which a company for¬ 
mally lays out the steps an employee can take to appeal a 
termination decision. 

Duty of fair representation The National Labor Rela¬ 
tions Act requirement that all bargaining unit members 
have equal access to and representation by the union. 
Efficiency wage theory A theory stating that wage in¬ 
fluences worker productivity. 


E-Ieaming Instruction and delivery of training by com¬ 
puters through the Internet or company intranet. 

Electronic business (e-business) Any business that a 
company conducts electronically. 

Electronic human resource management (e-HRM) 
The processing and transmission of digitized information 
used in HRM. 

Employee assistance programs (EAPs) Employer pro¬ 
grams that attempt to ameliorate problems encountered 
by workers who are drug dependent, alcoholic, or psycho¬ 
logically troubled. 

Employee Retirement Income Security Act (ERISA) 
The 1974 act that increased the fiduciary responsibilities 
of pension plan trustees, established vesting rights and 
portability provisions, and established the Pension Benefit 
Guaranty Corporation (PBGC). 

Employee stock ownership plan (ESOP) An employee 
ownership plan that provides employers certain tax and fi¬ 
nancial advantages when stock is granted to employees. 

Employment-at-will doctrine The doctrine that, in the 
absence of a specific contract, either an employer or em¬ 
ployee could sever the employment relationship at any 
time. 

Empowering Giving employees the responsibility and 
authority to make decisions. 

Encounter phase The phase that occurs when an em¬ 
ployee begins a new job. 

Equal employment opportunity (EEO) The govern¬ 
ment's attempt to ensure that all individuals have an equal 
opportunity for employment, regardless of race, color, reli¬ 
gion, sex, age, disability, or national origin. 

Equal Employment Opportunity Commission (EEOC) 
The government commission established to ensure that all 
individuals have an equal opportunity for employment, 
regardless of race, color, religion, sex, age, disability, or na¬ 
tional origin. 

Ergonomics The interface between individuals' physio¬ 
logical characteristics and the physical work environment. 
Exempt Employees who are not covered by the Fair 
Labor Standards Act. Exempt employees are not eligible 
for overtime pay. 

Expatriate Employee sent by his or her company to 
manage operations in a different country. 

Expectancy theory The theory that says motivation is a 
function of valence, instrumentality, and expectancy. 
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Expert systems Computer systems incorporating the de¬ 
cision rules of people recognized as experts in a certain 
area. 

External analysis Examining the organization’s operat¬ 
ing environment to identify strategic opportunities and 
threats. 

External growth strategy An emphasis on acquiring 
vendors and suppliers or buying businesses that allow a 
company to expand into new markets. 

External labor market Persons outside the firm who are 
actively seeking employment. 

Externship When a company allows an employee to 
take a full-time operational role at another company. 

Fact finder A person who reports on the reasons for a 
labor-management dispute, the views and arguments of 
both sides, and a nonbinding recommendation for settling 
the dispute. 

Fair Labor Standards Act (ELSA) The 1938 law that 
established the minimum wage and overtime pay. 

Family and Medical Leave Act The 1993 act that re¬ 
quires employers with 50 or more employees to provide up 
to 12 weeks of unpaid leave after childbirth or adoption; 
to care for a seriously ill child, spouse, or parent; or for an 
employee's own serious illness. 

Financial Accounting Statement (FAS) 106 The rule 
issued by the Financial Accounting Standards Board in 
1993 requiring companies to fund benefits provided after 
retirement on an accrual rather than a pay-as-you-go basis 
and to enter these future cost obligations on their finan¬ 
cial statements. 

Forecasting The attempts to determine the supply of 
and demand for various types of human resources to pre¬ 
dict areas within the organization where there will be fu¬ 
ture labor shortages or surpluses. 

Formal education programs Employee development 
programs, including short courses offered by consultants or 
universities, executive MBA programs, and university 
programs. 

Four-fifths rule A rule that states that an employment 
test has disparate impact if the hiring rate for a minority 
group is less than four-fifths, or 80 percent, of the hiring 
rate for the majority group. 

Frame of reference A standard point that serves as a 
comparison for other points and thus provides meaning. 

Gainsharing A form of group compensation based on 


group or plant performance (rather than organizationwide 
profits) that does not become part of the employee's base 
salary. 

General duty clause The provision of the Occupational 
Health and Safety Act that states an employer has an 
overall obligation to furnish employees with a place of em¬ 
ployment free from recognized hazards. 

Generalizability The degree to which the validity of a 
selection method established in one context extends to 
other contexts. 

Glass ceiling A barrier to advancement to higher-level 
jobs in the company that adversely affects women and mi¬ 
norities. The barrier may be due to lack of access to train¬ 
ing programs, development experiences, or relationships 
(e.g., mentoring). 

Goals What an organization hopes to achieve in the 
medium- to long-term future. 

Goals and timetables The part of a written affirmative 
action plan that specifies the percentage of women and 
minorities that an employer seeks to have in each job 
group and the date by which that percentage is to be at¬ 
tained. 

Group-building methods Training methods that help 
trainees share ideas and experiences, build group identity, 
understand the dynamics of interpersonal relationships, 
and get to know their own strengths and weaknesses and 
those of their coworkers. 

Group mentoring program A program pairing a suc¬ 
cessful senior employee with a group of four to six less ex¬ 
perienced proteges. 

Groupware Software application that enables multiple 
users to track, share, and organize information and to work 
on the same database or document simultaneously. 

Hands-on methods Training methods that require the 
trainee to be actively involved in learning. 

Health maintenance organization (HMO) A health 
care plan that provides benefits on a prepaid basis for em¬ 
ployees who are required to use only HMO medical serv¬ 
ice providers. 

High-leverage training Training practice that links 
training to strategic business goals, has top management 
support, relies on an instructional design model, and is 
benchmarked to pr?grams in other organizations. 

High-performance work systems Work systems that 
maximize the fit between employees and technology. 
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High-potential employees Employees the company be¬ 
lieves are capable of being successful in high-level man¬ 
agement positions. 

Host country The country in which the parent-country 
organization seeks to locate or has already located a facility. 
Host-country nationals (HCNs) Employees born and 
raised in a host, not parent, country. 

Human resource information system (HRIS) A sys¬ 
tem used to acquire, store, manipulate, analyze, retrieve, 
and distribute information related to human resources. 
Human resource management (HRM) The policies, 

practices, and systems that influence employees' behavior, 
attitudes, and performances. 

Human resource recruitment The practice or activity 
carried on by the organization with the primary purpose of 
identifying and attracting potential employees. 

Imaging A process for scanning documents, storing 
them electronically, and retrieving them. 

In-basket A simulation of the administrative tasks of a 
manager's job. 

Indirect costs Costs not directly related to the design, 
development, or delivery of the training program. 

Individualism-collectivism One of Hofstede's cultural 
dimensions; describes the strength of the relation between 
an individual and other individuals in a society. 

Intellectual capital Creativity, productivity, and service 
provided by employees. 

Instructional design process A systematic approach for 
developing training programs. 

Integrative bargaining The part of the labor-manage¬ 
ment negotiation process that seeks solutions beneficial to 
both sides. 

Interactional justice A concept of justice referring to 
the interpersonal nature of how the outcomes were imple¬ 
mented. 

Internal analysis The process of examining an organiza¬ 
tion's strengths and weaknesses. 

Internal growth strategy A focus on new market and 
product development, innovation, and joint ventures. 

Internal labor force Labor force of current employees. 

Internet A tool used for communications and to locate 
and gather resources such as software and reports. 

Interview Situation in which potential employees are 
asked questions about their work and personal experi¬ 
ences, skills, and career plans. 


Intraorganizational bargaining The part of the labor- 
management negotiation process that focuses on the con¬ 
flicting objectives of factions within labor and manage¬ 
ment. 

Involuntary turnover Turnover initiated by the organi¬ 
zation (often among people who would prefer to stay). 

ISO 9000:2000 A series of quality assurance standards 
developed by the International Organization for Stan¬ 
dardization in Switzerland and adopted worldwide. 

Job analysis The process of getting detailed information 
about jobs. 

Job description A list of the tasks, duties, and responsi¬ 
bilities that a job entails. 

Job design The process of defining the way work will be 
performed and the tasks that will be required in a given 
job. 

Job enlargement Adding challenges or new responsibil¬ 
ities to an employee's current job. 

Job enrichment Ways to add complexity and meaning¬ 
fulness to a person's work. 

Job evaluation An administrative procedure used to 
measure internal job worth. 

Job experience The relationships, problems, demands, 
tasks, and other features that employees face in their jobs. 

Job hazard analysis technique A breakdown of each job 
into basic elements, each of which is rated for its potential 
for harm or injury. 

Job involvement The degree to which people identify 
themselves with their jobs. 

Job redesign The process of changing the tasks or the 
way work is performed in an existing job. 

Job rotation The process of systematically moving a sin¬ 
gle individual from one job to another over the course of 
time. The job assignments may be in various functional 
areas of the company or movement may be between jobs 
in a single functional area or department. 

Job satisfaction A pleasurable feeling that results from 
the perception that one's job fulfills or allows for the ful¬ 
fillment of one's important job values. 

Job specification A list of the knowledge, skills, abili¬ 
ties, and other characteristics (KSAOs) that an individual 
must have to perform aj\?b. 

Job structure The relative pay of jobs in an organiza¬ 
tion. 

Key jobs Benchmark jobs, used in pay surveys, that have 
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relatively stable content and are common to many organ¬ 
izations. 

Knowledge worker Employees who own the means of 
producing a product or service. 

Leaderless group discussion Process in which a team of 
five to seven employees solve an assigned problem to¬ 
gether within a certain time period. 

Leading indicator An objective measure that accurately 
predicts future labor demand. 

Learner control Ability of trainees to actively learn 
through self-pacing, exercises, links to other materials, 
and conversations with other trainees and experts. 

Learning organization An organization whose em¬ 
ployees are continuously attempting to learn new things 
and apply what they have learned to improve product or 
service quality. 

Long-term-short-term orientation One of Hofstede's 
cultural dimensions; describes how a culture balances im¬ 
mediate benefits with future rewards. 

Maintenance of membership Union rules requiring 
members to remain members for a certain period of time 
(e.g., the length of the union contract). 

Malcolm Baldrige National Quality Award An award 
established in 1987 to promote quality awareness, to rec¬ 
ognize quality achievements of U.S. companies, and to 
publicize successful quality strategies. 

Managing diversity The process of creating an environ¬ 
ment that allows all employees to contribute to organiza¬ 
tional goals and experience personal growth. 

Marginal tax rate The percentage of an additional dol¬ 
lar of earnings that goes to taxes. 

Masculinity-femininity dimension One of Hofstede's 
cultural dimensions; describes the division of roles be¬ 
tween the sexes within a sGciety. 

Mediation A procedure for resolving collective bargain¬ 
ing impasses by which a mediator with no formal author¬ 
ity acts as a facilitator and go-between in the negotiations. 

Mentor An experienced, productive senior employee 
who helps develop a less experienced employee. 

Merit increase grid A grid that combines an employee's 
performance rating with his or her position in a pay range 
to determine the size and frequency of his or her pay in¬ 
creases. 

Minimum wage The lowest amount that employers are 
legally allowed to pay; the 1990 amendment of the Lair 


Labor Standards Act permits a subminimum wage to 
workers under the age of 20 for a period of up to 90 days. 

Motivation to learn The desire of the trainee to learn 
the content of a training program. 

Myers-Briggs Type Indicator (MBTI) A psychological 
test used for team building and leadership development 
that identifies employees' preferences for energy, informa¬ 
tion gathering, decision making, and lifestyle. 

Needs assessment The process used to determine if 
training is necessary. 

Negative affectivity A dispositional dimension that re¬ 
flects pervasive individual differences in satisfaction with 
any and all aspects of life. 

Network A combination of desktop computers, com¬ 
puter terminals, and mainframes or minicomputers that 
share access to databases and a method to transmit infor¬ 
mation throughout the system. 

New technologies Current applications of knowledge, 
procedures, and equipment that have not been previously 
used. Usually involves replacing human labor with equip¬ 
ment, information processing, or some combination of the 
two. 

Nonkey jobs Jobs that are unique to organizations and 
that cannot be directly valued or compared through the 
use of market surveys. 

Occupational Safety and Health Act (OSHA) The 
1970 law that authorizes the federal government to estab¬ 
lish and enforce occupational safety and health standards 
for all places of employment engaging in interstate com¬ 
merce. 

Opportunity to perform The trainee is provided with or 
actively seeks experience using newly learned knowledge 
skills, or behavior. 

Organizational analysis A process for determining the 
business appropriateness of training. 

Organizational commitment The degree to which an 
employee identifies with the organization and is willing to 
put forth effort on its behalf. 

Organizational socialization The process by which new 
employees are transformed into effective members of a 
company. 

Outcome fairness The judgment that people make with 
respect to the outC(~mes received relative to the outcomes 
received by other people with whom they identity. 

Outplacement counseling Counseling to help displaced 
employees manage the transition from one job to another. 
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Output A job's performance standards. 

Outsourcing An organization's use of an outside organ¬ 
ization for a broad set of services. 

Overlearning The continuation of practice even after 
trainees have been able to perform the objective several 
times. 

Parent country The country in which a company's cor¬ 
porate headquarters is located. 

Parent-country nationals (PCNs) Employees who were 
born and live in a parent country. 

Pay grades Jobs of similar worth or content grouped to¬ 
gether for pay administration purposes. 

Pay level The average pay, including wages, salaries, and 
bonuses, of jobs in an organization. 

Pay-policy line A mathematical expression that de¬ 
scribes the relationship between a job's pay and its job 
evaluation points. 

Pay structure The relative pay of different jobs (job 
structure) and how much they are paid (pay level). 
Pension Benefit Guaranty Corporation (PBGC) The 
agency that guarantees to pay employees a basic retirement 
benefit in the event that financial difficulties force a com¬ 
pany to terminate or reduce employee pension benefits. 
Performance appraisal The process through which an 
organization gets information on how well an employee is 
doing his or her job. 

Performance feedback The process of providing em¬ 
ployees with information regarding their performance ef¬ 
fectiveness. 

Performance management The means through which 
managers ensure that employees' activities and outputs are 
congruent with the organization's goals. 

Performance planning and evaluation (PPE) system 
Any system that seeks to tie t~e formal performance ap¬ 
praisal process to the company's strategies by specifying at 
the beginning of the evaluation period the types and level 
of performance that must be accomplished in order to 
achieve the strategy. 

Person analysis A process for determining whether em¬ 
ployees need training, who needs training, and whether 
employees are ready for training. 

Power distance One of Hofstede's cultural dimensions; 
concerns how a culture deals with hierarchical power 
relationships-particularly the unequal distribution of 
power. 


Practice Having the employee demonstrate what he or 
she has learned in training. 

Predictive validation A criterion-related validity study 
that seeks to establish an empirical relationship between 
applicants' test scores and their eventual performance on 
the job. 

Preferred provider organization (PPO) A group of 
health care providers who contract with employers, insur¬ 
ance companies, and so forth to provide health care at a 
reduced fee. 

Presentation methods Training methods in which 
trainees are passive recipients of information. 

Principal In agency theory, a person (e.g., the owner) 
who seeks to direct another person's behavior. 

Procedural justice A concept of justice focusing on the 
methods used to determine the outcomes received. 

Profit sharing A compensation plan in which payments 
are based on a measure of organization performance (prof¬ 
its) and do not become part of the employees' base salary. 

Progression of withdrawal Theory that dissatisfied in¬ 
dividuals enact a set of behaviors to avoid the work situa¬ 
tion. 

Promotions Advances into positions with greater chal¬ 
lenge, more responsibility, and more authority than the 
employee's previous job. 

Protean career A career that is frequently changing due 
to both changes in the person's interests, abilities, and val¬ 
ues and changes in the work environment. 

Psychological contract The expectations that employ¬ 
ers and employees have about each other. 

Psychological success The feeling of pride and accom¬ 
plishment that comes from achieving life goals. 

Psychsocial support Serving as a friend and role model, 
providing positive regard and acceptance, and creating an 
outlet for a protege to talk about anxieties and fears. 

Quantitative ability Concerns the speed and accuracy 
with which one can solve arithmetic problems of all kinds. 

Range spread The distance between the minimum and 
maximum amounts in a pay grade. 

Rate ranges Different employees in the same job may 
have different pay rates. 

Reaction outcomes Trainees' perceptions of a training 
program including the facilities, trainers, and content. 

Readability The difficulty level of written materials. 
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Realistic job preview Provides accurate information 
about the attractive and unattractive aspects of a job, 
working conditions, company, and location to ensure that 
potential employees develop appropriate expectations. 

Reasonable accommodation Making facilities readily 
accessible to and usable by individuals with disabilities. 

Reasoning ability Refers to a person's capacity to invent 
solutions to many diverse problems. 

Recruitment The process of seeking applicants for po¬ 
tential employment. 

Reengineering Review and redesign of work processes 
to make them more efficient and improve the quality of 
the end product or service. 

Referrals People who are prompted to apply for a job by 
someone within the organization. 

Relational database A database structure that stores in¬ 
formation in separate files that can be linked by common 
elements. 

Reliability The consistency of a performance measure; 
the degree to which a performance measure is free from 
random error. 

Repatriation The preparation of expatriates for return 
to the parent company and country from a foreign assign¬ 
ment. 

Repurposing Directly translating instructor-led training 
online. 

Results Measurements used to determine a training pro¬ 
gram's payoff for a company. 

Return on investment (ROn A measure comparing a 
training program's monetary benefits with its cost. 

Right-to-work laws State laws that make union shops, 
maintenance of membership, and agency shops illegal. 

Role What an organization expects from an employee in 
terms of what to do and ho- to do it. 

Role ambiguity Uncertainty about what an organization 
expects from an employee in terms of what to do and how 
to do it. 

Role analysis technique A method that enables a role 
occupant and other members of the role occupant's role 
set to specify and examine their expectations for the role 
occupant. 

Role behaviors Behaviors that are required of an indi¬ 
vidual in his or her role as a job holder in a social work en¬ 
vironment. 


Role conflict Recognition of incompatible or contradic¬ 
tory demands by the person occupying the role. 

Role overload A state in which too many expectations 
or demands are placed on a person. 

Role play A participant taking the part or role of a man¬ 
ager or other employee. 

Role underload A state in which too few expectations 
or demands are placed on a person. 

Sabbatical A leave of absence from the company to 
renew or develop skills. 

Safety awareness programs Employer programs that at¬ 
tempt to instill symbolic and substantive changes in the 
organization's emphasis on safety. 

School-to-work Programs including basic skills training 
and joint training ventures with universities, community 
colleges, and high schools. 

Selection The process by which an organization at¬ 
tempts to identify applicants with the necessary knowl¬ 
edge, skills, abilities, and other characteristics that will 
help it achieve its goals. 

Self-directed learning A program in which employees 
take responsibility for all aspects of learning. 

Self-efficacy The employees' belief that they can suc¬ 
cessfully learn the content of a training program. 

Self-service Giving employees online access to human 
resources information. 

Settling-in phase Phase of socialization that occurs 
when employees are comfortable with job demands and 
social relationships. 

Simulation A training method that represents a real-life 
situation, allowing trainees to see the outcomes of their 
decisions in an artificial environment. 

Six Sigma process System of measuring, analyzing, im¬ 
proving, and controlling processes once they meet quality 
standards. 

Skill-based outcomes Include acquisition or learning of 
skills and use of skills on the job. 

Skill-based pay Pay based on the skills employees ac¬ 
quire and are capable of using. 

Specificity The extent to which a performance measure 
gives detailed guidance to employees about what is ex¬ 
pected of them and how they can meet these expectations. 

Standard deviation rule A rule used to analyze em¬ 
ployment tests to determine disparate impact; it uses the 
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difference between the expected representation for minor¬ 
ity groups and the actual representation to determine 
whether the difference between the two is greater than 
would occur by chance. 

Stock options An employee ownership plan that gives 
employees the opportunity to buy the company's stock at 
a previously fixed price. 

Strategic choice The organization's strategy; the ways an 
organization will attempt to fulfill its mission and achieve 
its long-term goals. 

Strategic congruence The extent to which the perform¬ 
ance management system elicits job performance that is 
consistent with the organization's strategy, goals, and cul¬ 
ture. 

Strategic human resource management (SHRM) A 
pattern of planned human resource deployments and ac¬ 
tivities intended to enable an organization to achieve its 
goals. 

Strategy formulation The process of deciding on a 
strategic direction by defining a company's mission and 
goals, its external opportunities and threats, and its inter¬ 
nal strengths and weaknesses. 

Strategy implementation The process of devising struc¬ 
tures and allocating resources to enact the strategy a com¬ 
pany has chosen. 

Succession planning The identification and tracking of 
high-potential employees capable of filling higher-level 
managerial positions. 

Summary plan description A reporting requirement of 
the Employee Retirement Income Security Act (ERISA) 
that obligates employers to describe the plan's funding, el¬ 
igibility requirements, risks, and so forth within 90 days 
after an employee has entered the. plan. 

Support network A group of two or more trainees who 
agree to meet and discuss their p'rogress in using learned 
capabilities on the job. 

Taft-Hartley Act The 1947 act that outlawed unfair 
union labor practices. 

Task analysis inventory The process of identifying the 
tasks, knowledge, skills, and behaviors that need to be 
emphasized in training. 

Team leader training Training of the team manager or 
facilitator. 

Technic of Operations Review (TOR) Method of de¬ 
termining safety problems via an analysis of past acci¬ 
dents. 


Third country A country other than a host or parent 
country. 

Third-country nationals (TCNs) Employees born in a 
country other than a parent or host country. 

360-degree feedback appraisal A performance appraisal 
process for managers that includes evaluations from a wide 
range of persons who interact with the manager. The 
process includes self-evaluations as well as evaluations from 
the manager's boss, subordinates, peers, and customers. 

Total quality management (TQM) A cooperative form 
of doing business that relies on the talents and capabilities 
of both labor and management to continually improve 
quality and productivity. 

Training A planned effort to facilitate the learning of 
job-related knowledge, skills, and behavior by employees. 

Training administration Coordinating activities before, 

during, and after a training program. 

Training outcomes A way to evaluate the effectiveness 
of a training program based on cognitive, skill-based, af¬ 
fective, and results outcomes. 

Transaction processing Computations and calculations 
used to review and document HRM decisions and prac¬ 
tices. 

Transfer The movement of an employee to a different 
job assignment in a different area of the company. 

Transfer of training The use of knowledge, skills, and 
behaviors learned in training on the job. 

Transitional matrix Matrix showing the proportion or 
number of employees in different job categories at differ¬ 
ent times. 

Transnational process The extent to which a company's 
planning and decision-making processes include represen¬ 
tatives and ideas from a variety of cultures. 

Transnational representation Reflects the multina¬ 
tional composition of a company's managers. 

Transnational scope A company's ability to make HRM 
decisions from an international perspective. 

Uncertainty avoidance One of Hofstede's cultural di¬ 
mensions; describes how cultures seek to deal with an un¬ 
predictable future. 

Union shop A union security provision that requires a 
person to join the union within a certain amount of time 
after being hired. 

Utility The degree to which the information provided 
by selection methods enhances the effectiveness of select¬ 
ing personnel in real organizations. 
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Utilization analysis A comparison of the race, sex, and 
ethnic composition of an employer's workforce with that 
of the available labor supply. 

Validity The extent to which a performance measure as¬ 
sesses all the relevant-and only the relevant-aspects of 
job performance. 

Verbal comprehension Refers to a person's capacity to 
understand and use written and spoken language. 

Virtual reality Computer-based technology that pro¬ 
vides trainees with a three-dimensional learning experi¬ 
ence. Trainees operate in a simulated environment that 
responds to their behaviors and reactions. 

Voicing A formal opportunity to complain about one's 
work situation. 


Voluntary turnover Turnover initiated by employees 
(often whom the company would prefer to keep). 

Whistle-blowing Making grievances public by going to 
the media or government. 

Workforce utilization review A comparison of the pro¬ 
portion of workers in protected subgroups with the pro¬ 
portion that each subgroup represents in the relevant 
labor market. 

World Wide Web Service on the Internet that provides 
browser software allowing the user to explore the items 
(home pages) on the Web. 



Photo Credits 


Page 3 
Page 53 
Page 91 
Page 135 
Page 177 
Page 217 
Page 249 
Page 325 
Page 375 
Page 417 
Page 457 
Page 493 
Page 527 
Page 567 
Page 617 
Page 651 


The Container Store 
© George Hall/CORBIS 
The Home Depot 
White.Packert/Getty Images 
Courtesy of Southwest Airlines 
Janis Christie/Getty Images 
Courtesy of Tires Plus 

© Alon Reininger/Contact Press Images/PictureQuest 

Steve McAlister Productions/Getty Images 

Jack Hollingsworth/Getty Images 

Russell Thurston/Getty Images 

Anton Vengo/SuperStock 

Nick Rowe/Getty Images 

© AFP/CORBIS 

© Julie Houck/Stock, Boston Inc./PictureQuest 
EyeWire Collection/Getty Images 


708 



Name Index 


Aaron, B., 615n 

ABB Asea Brown Boveri, 21, 22 
Abbott Laboratories, 217 
Abelson, R., 245n 
Abercrombie and Fitch, 692 
ABN AMRO, 84 
Abowd, J. M., 614n 
Abraham, K. G., 523n 
Abraham, L. M., 450n 
Abrams, Robin, 636 
Accenture Ltd., 45, 563 
Acevedo, Carlos Manuel, 633 
Acme Metal Inc., 168 
Adams, J. S., 413n, 450n, 489n 
Adams, M., 88n 
Adams, N., 317n 
Adams, Sue, 555 
Addison, J. T., 614n 
Adelphia Communications Corporation, 
130-131 

Adidas, 25, 611 
Adkins, C. L., 319n, 45In 
Adler, Nancy J., 630, 640, 647n, 648n, 
649n 

Adler, P. S., 490n 
Adobe Systems Inc., 552 
Aeroflot, 210 

Aetna Insurance, 431, 547 
Agnew, J., 132n 
Aiman-Smith, L., 214n 
Airbus Industrie, 57, 58 
Air France, 64 7 
Akerlof, G. A., 489n 
Albemarle Paper, 110 
Akatel SA, 497 
Alexander, R., 88n 
Aligned Fiber Composites, 189 
Allaire, Paul, 44 
Allen, M., 697 
Allen, Robert, 389 
Allen, Ron, 53-54 
Allied Signal, 410 
Allread, Gary, 697 
Allscheid, S. P, 449n 
Allstate Insurance, 115, 296 
Alternative Technology Resources Inc., 
210-211 

Amazon.com, 156,567, 582 

Ambrose, M. L., 170n 


American Airlines, 172, 192,366,438, 

513, 680 

American Arbitration Association, 425 
American Eagle Outfitters, 692 
American Express, 10-11, 376, 461 
American Express Financial Services, 192, 
407-408 

American Motors, 579 

America Online, 85, 671 

America West, 177 

Ameritech Cellular Services, 232 

Amgen Inc., 410 

Amoco, 73, 123 

AMR Corporation, 513 

Andersen Consulting, 211, 563 

Andersen Worldwide, 45 

Anderson, Brian, 369 

Anderson, Cushing, 312 

Anderson, D. C., 370n 

Andrews, E. L., 505 

Andrus, Garth, 461 

Anfuso, D., 214n 

Angwin, J., 47n 

Anhalt, K. N., 316n 

Anheuser-Busch Companies, 244-245 

Annis, R. C., 648n 

Ansberry, A., 100 

Anthony, P, 694n 

Antonioni, D., 37In 

Antoshak, Robert, 610 

AOL Time Warner, 482 

AOM-Air Liberte, 647 

Aon Consulting, 169,555 

APAC, 192 

APCOA Inc., 234 

Applebaum, E., 614n 

Appleby, J., 143 

Apple Computer, 70,192,518,636,692 

Applegate, J., 452n 

Applied Materials Inc., 551 

Arad, S., 247n 

Arant, Rusty, 167, 169 

Archer Daniels Midland, 428 

Archiblad, Nolan D., 520 

ARCO Oil and Gas Corporation, 346 

Ariba Inc., 85 

Armeli, S., 452n 

Armstrong, J., 259, 314n 

Armstrong, Michael, 189,410-411 


Arndt, M., 178 
Arthur, J. B., 88n, 613n 
Arthur, M. B., 411n 
Arthur, W. A., Jr., 246n, 318n, 648n 
Arthur Andersen, 292 
Arvey, R. D„ 245n, 314n, 317n, 450n 
Ash, R. A., 413n, 491n, 562n 
Ashenfelter, 0., 490n 
Ashforth, B. E., 246n 
Ashkenas, R. N., 49n 
Ashworth, S. D., 214n, 452n 
Associate Resource Line, 447 
Atals Commerce Inc., 86 
Atchison, T. J., 49n 
Athleta Corporation, 25 
Atkin, R. S., 450n 
Atlantic Richfield Company, 592 
AT&T, 188-189,303,320,388,389,410, 
433,513,557,567,658 
AT&T Universal Card Service, 190 
Atwater, L. E., 37In, 412n 
Autodesk Inc., 376 
AutoZone Inc., 436, 488 
Avian Communications, 509 
Avon Products, 201,381 
Axline, L., 37In 
Ayerss, K., Jr., 414n 

Bachler, C. J., 239, 413n 
Bailey, C., 263, 314n 
Bain & Company, 647 
Baker, A. J., 524n 
Baker, S., 169 
Bakke, Alan, 97 

Baldwin, T. T., 313n, 314n, 315n, 317n 

Balkin, D. B„ 88n, 518, 524n 

Baltimore Laser Eye Center, 431 

Balzar, W. K., 440 

Banana Republic, 691 

Banas, J. T., 214n 

Bank of America, 10, 186, 667 

Bank One, 375 

Banks, C. G., 369n 

J3arbash, J., 612n 

Barbash, John, 600 

Barbee, A. P, 247n 

Barber, A. E., 214n, 413n, 562n 

Barclays Bank, 497 

Bardwick, K. D., 317n 


709 



710 Name Index 


Barnes-Farrel, J., 370n 

Barney, J., 86n, 87n 

Baron, J. N., 490n 

Barr, Avron, 211 

Barrett, Craig, 306 

Barrett, G., 372n 

Barrick, M. R., 170n 

Barringer, M., 562n 

Barrios, Lisa, 199 

Barro, R. J., 247n 

Bartel, Wayne E., 593 

Bartholomew, S., 648n 

Bartlett, T., 412n 

Baruch, D. W., 450n 

Batt, R., 614n 

Batten, T., 88n 

Battle, W. S., 245n 

Battrick, M. R., 247n 

Baumann, B., 402 

Baumgartel, H., 314n 

Bayoumy, Mamdouh, 231 

Bay State Skills Corporation, 169 

Beal, E. F., 614n 

Beam, Burton T., Jr., 543, 546, 560n, 
561n,562n 

Beatty, R. W., 369n 
Beck, D„ 551 
Beck, E., 242 
Becker, B. E., 49n, 614n 
Becker, T., 37In 
Beck 'n' Call, 453-454 
Becton Dickinson, 217, 243 
Beer, M., 369n 
Begin,J. P., 614n 
Bell, C., 132n 
Bell, Jess, 100 
Bell, N. E„ 450n 
Bellamy, Adrian D. P„ 692, 693 
Bell Atlantic, 194, 567 
Beller, M. A, 490n 
Ben-Avi, I., 45In 
Bennett, N., 87n 
Bennett, W., Jr., 318n, 648n 
Benston, C., 4I2n 
Berger, C. J., 17In, 489n 
Berger, L. A, 524n 
Berger, M.C., 562n 
Bergman, T. J., 213n, 215n 
Berk, R. A, 37In 
Berkowitz, L., 489n 
Bernardin, H. J., 330 
Bernardin, H. L., 247n 
Bernardin, J., 37In 
Berner, J. G., 245n 
Bernhardt, Patrick, 159 
Bernstein, A, 46,141,154, 214n, 601, 

613n,614n 

Berry, Leonard, 197 
Best Buy, 398 
Bethune, Gordon, 8, 493 
Bettis, R. A, 213n 
Biddle, F., 87n 


Bielby, W. T., 490n 
Biggins, P., 562n 
Bills, S., 215n 
Bingham, Barry, 521 
Bin Laden, Osama, 617 
Binney and Smith, 394 
Bjork, R. A, 412n 
Black, D. A., 562n 
Black, J. S., 318n, 648n, 649n 
Black & Decker, 520 
Blackburn, R., 27 
Blackmon, D. A., 314n 
Blackwell, R. D., 47n 
Blair, G., 639 
Blair, Tony, 617 
Blake, Anthony J., 217 
Blake, S., 32, 48n 
Blakely, B. R., 246n 
Blanchflower, D. G., 614n 
Blanz, F., 370n 
Blau, F. D., 490n 
Blind Cow restaurant, 114 
Blinder, Alan S., 523n, 524n 
Blitzer, R. S., 41 In 
Bloch, J. W., 569 
Block, C. J., 318n 
Bloom, M., 648n 
Blumberg, M., 490n 
BMW, 169, 203 
Bobovich, Konstantin, 212 
Boeing Company, 23, 57, 58, 74, 129, 
231,256,288,551 
Bogataya, Natalia, 212 
Bohlander, G. W., 49In 
Bolino, M. C., 370n, 372n 
Bolt, J., 412n 
Bongiorno, L., 412n 
Bonne Bell, 100 
Bono, J. E., 45In 
Boot, M., 92 

Booz, Allen and Hamilton, 346 
Borden's Inc., 280-28 I 
Borders Books, 436, 488 
Borman, W. C., 158 
Bossidy, Larry, 410 
Boston Consulting Group, 647 
Bouchard, T. J., 450n 
Boudreau, J. W., 214n, 245n, 467, 468, 
522n,663,694n 
Bounds, 413n 
Bowen, D. E., 170n, 371n 
Boyle, M., 326, 423 
BP Amoco, 256, 667 
BP Exploration, 37 
Bracken, D., 412n 
Bracker, J. S., 215n 
Brackett, Kerry, 509 
Bradford, S. L., 205 
Bradley, S. P., 213n 
Bradscher, K., 213n, 579 
Brady, B., 555 
Brailov, Mark, 320 


Branch, S., 450n 
Brandt, S. J., 17In 
Brannigan, M., 54, 87n, 88n 
Brantner, T. M., 319n 
Brass, D. J., 49In 
Braverman, E. P., 246n, 314n 
Braxton, Mark, 22, 48n 
Bray, D. W., 412n, 414n 
Breaugh, J. A, 214n, 45In 
Bredemeier, K., 431 
Brett, J. M., 132n, 413n 
Bretz, R. D., 208, 215n, 490n, 522n, 523n, 
562n 

Breuer, N., 47n 

Brewster, C., 614n 

Bridgestone/Firestone, 488 

Bridgestone Tires, 436 

Briggs, G. D., 315n 

Briggs-Myers, Peter, 385 

British Petroleum, 37, 72, 73 

British Telecommunications, 667 

Britt, J., 48n 

Brocka, B., 170n 

Brocka, M. S., 170n 

Broderick, R., 56In, 694n 

Broda, Robert, 312 

Broscheit, S. K., 132n 

Bross, AS., 45In 

Brousseau, K. R., 41 In 

Brown, A., 318n 

Brown, Jeff, 442 

Brown, Robert, 402 

Brown, S. F., 17In 

Brown & Root, 424 

Browsher, Steve, 119 

Brtek, M. D„ 171n 

Brugger, J., 47n 

Bruxelles, M., 301 

Bruyere, Susan, 122 

Bryan, L., 132n 

Bryant, A, 305 

Brynjolfsson, E., 694n 

Bucker, Edwin, 203 

Buckley, M. R., 37In 

Buckman, Robert, 17 

Buckman Laboratories, 17, 47n 

Buffardi, L. C., 17In, 246n 

Buller, B., 371n 

Buller, P. F., 87n, 317n 

Bunce, D., 316n 

Bunch, James R., 211 

Bundy, Sandra, 116-11 7 

Burger King, 125 

Burton, Arthur, 116 

Burton, C., 613n 

Burton, J. F.,615n 

Busbin, B., 694n 

Bush, George W., 617, 696 

Business Week Online, 312 

Bussey, J., 214n 

Butler, Eric, 169 

Butler, J., 87n 



Name Index 711 


Butterfield, D. A., 214n 
Byham, W. G, 412n 
Bylinsky, G., 372n, 694n 
Byrne, J. A., 412n, 515 

Cable, D. M., 214n, 523n 
Cagle's Inc., 275 
Cain, G. G., 490n 
Caldwell, Philip, 80, 694n 
Caliber Learning Network, 312 
Caligiuri, P. M., 318n, 45In 
Callahan, Patricia, 368-369 
Callahan, T. J., 524n 
Callanan, G. A., 41 In 
Callender, J. G, 246n 
Cameron, J., 522n 
Cameron, K. S., 88n, 17In, 245n 
Camp, J. D., 247n 
Campbell, J. P., 247n, 524n 
Campbell, R. J., 41 In, 412n, 524n 
Campbell Soup Company, 425-426 
Campion, J. E., 246n 
Campion, M. A., 158, 17In, 246n, 247n, 
393,413n 

Cannings, K., 49In 
Cannon-Bowers, J. A., 314n 
Cantoni, G J., 317n 
Capelli, Peter, 475, 489n, 490n, 613n 
Capito, Anthony G, 168 
Carberry, Ed, 509 
Cardy, R. L., 370n 
Carey, Dennis G, 410 
Carey, S., 173 
Cargill, 199 
Carley, W., Bln 
Carlson, L. A., 490n 
Carlton, Juliana, 100 
Carnevale, Anthony P., 47n, 168, 314n, 
315n, 316n, 317n 
Caroselli, M., 370n 
Carr, L., 452n 
Carrig, Ken, 8, 47n 
Carroll, S. J., 87n, 369n, 370n 
Carter, Carla, 351, 352, 37In 
Carter, Jimmy, 94 
Carter, W. H., 613n 
Carton, B., 132n 

Cascio, Wayne E, 170n, 213n, 215n, 319n 

Castro, Ida L., 130 

Caterpillar Inc., 186 

Caudron, S., 171n, 213n, 41 In, 412n, 

450n 

Cavanaugh, G. E, 49n 

Cavanaugh, M. A., 47n 

Cawley, B. D., 372n 

Cayer, N. J., 315n 

Cederblom, D., 372n 

Center for Creative Leadership, 382, 391 

Ceridian Corporation, 428-429 

Ceriello, V. R., 677, 694n, 695n 

Chacon, Gladys, 448 

Chaison, G. N., 612n, 614n 


Chalykoff, J., 612n 
Champy, J. S., 88n 
Chang, G, 614n 

Chao, G. T, Bln, 246n, 307, 319n, 37In, 
413n 

Charles Schwab Corporation, 20, 45-46, 
184 

Chase, M., 551 

Chase Manhattan Bank, 23-24 
Chelius, J., 523n 
Cheng, A. E, 316n 
Cheraskin, L., 393, 413n 
Chevron, 664 
Chi, Eric, 612 
Chili's restaurants, 287 
Choate, P, 49n 
Choi Shin, 611 
Cholish, Dan, 44 
Christal, R., 170n, 17 In 
Christian and Timbers, 217 
Chrysler Corporation, 69, 73, 192,423, 
462,464,506,507,528,549,579,608 
Chubb Group, 521 
Church, A., 88n 

CIGNA Insurance Company, 563 
Cincinnati Bell Corporation, 379 
Cincinnati Bell Information System, 379 
Circuit City, 472 

Cisco Systems, 18,20, 74, 77, 212, 542 
Citicorp, 72 
Citigroup, 72,481,482 
Ciylo, L., 318n 
Claman, PH., 41 In 
Clark, J., 694n 
Clark, K. E., 412n 
Clark, Kim B„ 47n, 214n 
Clark, L. A., 450n 
Clark, M. B„ 412n 
Clark, S., 513 
Clause, G S., 171n 
Clausen, J. A., 450n 
Clavenger, J., 246n 
Cleary, Pat, 696 
Clegg, G W., 490n 
Cleland, Max, 417-418 
Clements, G, 317n 
Cleveland, J., 170n, 358, 369n, 371n 
Clifford, M. L., 154 
Clinton, Bill, 115, 696 
CMEA Ventures, 85 
CMP Media, 532 
CNBC, 567, 582 
Coates, E. M., Ill, 523n 
Coca-Cola Company, 21, 129, 154,229, 
333,486,550,563,633 
compensation plan, 465 
diversity problems, 230 
Cockerham, Haven E., 130 
Cohan, J., 694n 
Cohen, D. J., 315n 
Cohen, J., 245n 
Cohen, M., 48n 


Cohen, S., 170n 

Cohen-Rosenthal, E., 613n 

Cohn, R. B., 316n 

Cole, G, 4, 47n, 332 

Cole, N. D., 449n 

Coleman, B. J, 56In 

Coleman-Carlone, M., 695n 

Colihan, J. P, 151, 45In 

Collett, G, 685 

Collins, D., 524n 

Collins, R., 370n 

Colquitt, J. A., 246n 

Commerce One Inc., 84, 85, 86 

Commerzbank, 647 

Commons, John R., 571, 612n 

Compaq Computer, 36, 70, 79, 192,666 

CompuServe, 671 

Computer Sciences Corporation, 212 
Com Ventures, 369 
ConAgra, 448 
Conley, P., 170n 

Conlin, M., 178, 213n, 231, 423, 45In, 
452n,472 

Conlon, E. J., 522n 
Connell, D. W., 524n 
Connors, Dennis, 692-693 
Conrad, M. A., 214n 
Conrad, P, 648n 
Conroy, D., 414n 
Conseco Inc., 21, 47n, 410 
Constans, J., 370n 

Consumer Credit Counseling Service, 564 

Container Store, 3-5, 6, 10,44 

Conte, M. A., 523n 

Continental Airlines, 8-9, 57, 177,493 

Cook, J., 47n, 450n 

Cook, S., 315n 

Cooke, D. K., 247n 

Cooke, W. N., 524n, 613n, 614n 

Cooley, M., 625 

Cooper, G L., 413n 

Cooper, H., 647n 

Cooper, P E, 56In 

Copeland, J. B., 246n, 449n 

Copeland, L., 648n 

Copeland Griggs Productions, 302 

Corbett, J. M., 490n 

CoreStates Financial Corporation, 186 

Cornelius, E., 170n 

Corning Consumer Food Products, 457 

Corning Glass, 281, 309 

Corning Inc., 457, 486 

Corrigan, J., 143 

Cosey, Vivian, 119 

Costello, J., 114 

Cote, L. S., 317n 

Cothran, T, 213n 

O-tton, J. L., 414n 

Courtney, Marcus, 582 

Cowherd, D. M., 490n 

Cox, T. G, 318n 

Cox, T H„ 32, 48n 



712 Name Index 


Coy, P., 151 

Coyle, B. W„ 215n 

Cragun, J. R., 317n 

Craig, R. L., 315n, 317n, 399 

Craiglist.com, 204-205 

Crampton, S. M., 132n, 246n, 560n 

Crawford, M. S., 246n 

Crayola crayons, 394 

Creative Perks LLC, 555 

Creative Staffing Solutions, case, 

320-321 

Credit Suisse First Boston, 313 

Cremin, Mary, 425 

Croft, Steve, 397 

Cronshaw, S., 88n 

Crooker, K. J., 56In 

Cropanzano, R. S., 170n 

Crosby, Phillip, 26 

Crowell, C., 370n 

Crown Cork and Seal, 602 

Cryer, J. D., 37In 

Csoka, S., 695n 

CSX Corporation, 23 

Cummings, A., 45In 

Cummings, L. L., 41 In 

Cummings, T. G., 490n, 612n 

Cummins Engine, 188 

Cuneo, A., 246n 

Cunningham, M. R., 247n 

Curington, W., 490n 

Currall, S. C., 614n 

Cusimano, J. M., 316n 

Cutcher-Gershenfeld, J., 524n, 602, 614n 

CVS Drugstores, 435 

Cyborg Systems, 679 

Cypress Semiconductor, 687 

Daft, Douglas, 230, 305 
Dagnon, James B., 129 
Dailey, L. M., 561n 
Daimler-Benz, 73, 282, 608 
DaimlerChrysler, 464, 528 
Dalzell, M. D., 550 
D'Amato, Pete, 513 
Daniels, C., 218 
Danielson, C., 313n 
Davenport, T., 37 
David, G., 218 
Davidson, L., 191 
Davis, M., 315n 
Davis, R., 143 
Davis-Blake, A., 489n 
Dawson, C., 183 
Day, J., 13 
Dayal, L, 45In 

Dean, J. W., Jr., 49n, 87n, 648n 
DeCenzo, D. A., 561n 
Deci, E., 522n 
Decker, P. J., 315n 
DeFillippi, R. J., 41 In 
Delahaye, B. L., 315n 
Delaney, J. T., 46n 
De Lasser, E., 54, 88n 


Deleeuw, K., 247n 

Delery, J. E., 449n 

Dell, Michael S., 250, 410 

Dell Computer, 70, 250, 410, 527, 687 

Dell'lsola, Cynthia, 93 

Deloitte and Touche, 404, 406 

Initiative for the Retention and 
Advancement of Women, 404 
Delta Air Lines, 53-54, 57, 63, 76, 77, 
82-83 

Delta Wire, 80 

DeMarie, S. M., 46n 

DeMeuse, K. P., 213n 

Deming, W. Edwards, 26, 370n, 502, 523n 

Denny, A. T., 523n 

Dent, Paula, 119 

Denton, D. K., 37In 

Deregowski, J., 648n 

Derr, C. B., 414n 

Desmarest, Thierry, 647 

Desrochers, D., 47n 

Dessaint, A. Y., 694n 

Dewirst, H. D., 413n 

Dhavale, D. G., 612n 

Diamante, T., 318n 

Digital Equipment, 279 

DigitalThink,312 

DiNatale, M., 47n 

Dipboye, R. L., 246n 

Disney World, 244 

Dobbs, K., 25, 250, 41 In, 449n 

Doctor's Hospital, Manteca, Calif., 445 

Doeringer, P. B., 49n 

Donaldson, M., 143 

Donovan, J. J., 247n 

Donovan, M. A., 247n, 45In 

Doran, A., 694n 

Dorsey, S., 561n 

Doucougliagos, C., 614n 

Dougherty, T. W., 246n, 413n 

Douglas, S. C., 45In 

Dow Chemical, 199,380,388,429 

Dowling, P. J., 647n, 648n 

Drasgow, F., 45In 

Dreazen, Y. J., 568, 582 

Dreher, G. F.,413n, 491n, 522n, 562n 

Dreschel, D., 694n 

Dresdner RCM Global Investers, 693 

Drexler, Millard S. "Mickey," 691-693 

Driver, M. J., 41 In 

Druckman, D., 412n 

Dubin, S. S., 694n 

DuBois, C., 372n 

Dugoni, B. L., 246n 

Duke Power, 109, 111 

Dulebohn, J., 315n 

Dun & Bradstreet, 203 

Dunbar, E., 318n, 648n 

Duncan, J., 402 

Duncan, K. D., 523n 

Duncan, R. P., 413n 

Dunham, K. J., 93, 461, 509 

Dunham, R. B., 441, 562n 


Dunlop, John T., 568-569, 601, 612n, 614n 
Dunn, L. E., 314n 
Dunn, W. S., 247n 

Dunnette, Marvin D., 88n, 169n, 170n, 
245n, 246n, 247n, 314n, 343, 414n, 450n, 
489n,522n,560n 

DuPont Corporation, 199,397,601 
Fibers Division, 507 
Durham, C. C., 450n 
Dye, D. M., 158 
Dyer, D. M., 158 

Dyer, Lee, 46n, 86n, 659, 661,663, 693n 

Dziurawiec, S., 648n 

E. L Du Pont de Nemours and Company, 

397 

Earles, J. A., 246n, 315n 
Eastman, L. J., 390, 412n 
Eastman Kodak, 3, 5, 6, 43-44, 47n, 74, 
279,395,493,515 
Eaton, A. E., 614n 
Eaton, N. K., 247n 
eBay.com, 14 
Ebert, K. F., 245n 
Economy.com Inc., 46 
Edwards, J. R„ 171n, 214n 
Ehrenberg, R. G., 560n 
Ehrlich, Clifford J., 447 
Eisenberger, R., 452n, 522n 
Eisenhardt, K. M., 522n 
Eisner, Michael D., 521 
Ekeberg, S., 170n, 349, 370n 
ElCheikh, N., 490n 
Electromation, 601 

Electronic Data Systems Corporation, 211 
Eli Lilly, 532 
Ellard, J. H„ 213n 
Elliott, Wayne A., 129 
Ellison, Lawrence J., 85 
Emans, B. J. M., 170n 
Empire Steel and Tin, 510-511 
Employee Services Management 
Association, 555 
Enbar, N., 381 
Eneroth, K., 41 In 
Enron, 197-198 
ePhiladelphia, 320 
Erenkranz, B., 315n 
Erez, A., 246n 

Erfurt, J. C., 548, 562n, 662, 693n 

ErgoWeb Inc., 697 

Ernst & Young, 19, 211 

Esherick, Tracy, 528 

eSpeed Loan program, 320 

Espo, D„ 697 

Esrig, F., 370n 

Estrada, V. F., 132n 

e-Tots Inc., 18 

Ett-rre, B., 318n 

Eulberg, J. R., 315n 

Excite Inc., 552 

Express Scripts, Inc., 72 

Exult Inc., 10 



Name Index 713 


Exxon, 22, 73 
Eyes, P. R., 490n 

Fabriacatore, J. M., 648n 
Fagenson, E. A., 413n 
Fagh, M. M., 414n 
Fairclough, G., 88n 
Faltermayer, E., 490n 
Famularo, J. J., 641 
Fandray, D„ 49n, 213n 
Fannie Mae, 532 
Fannie Mae Foundation, 564 
FANUC Ltd., 40 
Farley, J., 242 
Farnham, A., 490n 
Farnsworth, S., 370n 
Farr, J. L„ 315n, 371n 
Farrell, D„ 452n 
Faust, Molly, 461 
Fay, C H„ 489n 
Federal Express, 284, 333, 672 
Feezor, Allan, 550 
Fefer, M. D„ 170n, 560n 
Feig, J., 639 
Feild, H., 170n, 372n 
Feldman, D. C, 213n, 319n, 413n 
Fenwick & West, 488 
Feren, D. B., 523n 
Ferracone, Robin A., 520 
Ferris, G. R., 49n, 86n, 87n, 314n, 37In, 
412n 

Fidelity Investments, 528 
Fielding, J. E., 562n 
Fierman, J., 561n 
Filipczak, B., 316n 
Filipowski, D., 317n 
Findley, H. M., 371n 
Fine, S., 170n 
Finnegan, E. B., 246n 
Finney, M. I., 694n 
Fins, Antonio, 245 
Fiorina, Carly, 237 
Fiorito, J., 612n, 613n 
First Chicago National Bank, 395, 433 
First Tennessee Bank, 542 
First Union Corporation, 186 
First USA Bank, 375-376, 409, 442 
Fischthal, A., 412n 
Fisher, A., 47n 
Fisher, CD., 67, 215n 
Fisher, George, 515 
Fisher, Roger, 595 
Fitgerald-Turner, B., 642 
Fitzgerald, W., 41 In 
Fitzgerald-Turner, B., 648n 
Fleet, William D., 448 
Fleishman, E. A., 157, 158, 170n, 171n, 
246n 

Fleming, C, 48n 
Fleron, Lou Jean, 592 
FlexScape, 550 

Flynn, G., 49n, 17In, 213n, 214n, 413n, 
45In, 561n, 562n 


Flynn, J., 298 

Flynn, Michael, 579 

Folger, R., 213n, 450n, 489n, 503, 523n 

Folz, Jean-Marie, 647 

Fontan, Joseph, 143 

Foodline.com, 93 

Foote, A., 548, 562n, 662, 693n 

Ford, Gerald, 488 

Ford, J. K., 315n, 316n, 317n, 372n, 41 In 
Ford, William Clay, Jr., 326 
Ford Motor Company, 22, 80, 190, 192, 
276,325-326,337,367,403,462,486, 
506,549,579 

compensation plan, 464—465 

Personal Development Roadmap, 403 
Former, S. E., 402 
Forrer, S. E„ 372n, 414n, 694n 
Forti, R., 170n 
Forum Corporation, 312 
Fossum, John A., 506, 587, 588, 589, 594, 
613n 

Fossum, John A., 576 
Foulkes, E K., 522n, 613n 
Four Seasons Bali Hotel, 281 
Foust, D„ 218, 230 
Fowler, D. L., 694n 
France, D. R., 319n 
France Telecom, 647 
Frank, B., 315n 
Franklin, S., 119, 318n 
Frantzreb, R. B., 695n 
Frase-Blunt, M., 413n 
Frayne, CA., 316n 
Freeh, Bill, 582 
Freeman, C, 694n, 695n 
Freeman, Richard B., 447, 580, 612n, 
613n,614n 
Freeman, S., 17In 
Freiberg, J., 173 
Freiberg, K., 173 
Freudenheim, M., 247n, 550 
Friedman, J., 131 n 
Friedman, L., 170n 
Fristensky, Joe, 79 
Froiland, P., 317n 
Frost and Sullivan, 79 
Fruit of the Loom, 186 
FTD, 14 

FT Knowledge, 312, 313 
Fuj itsu, 183 

Fullerton, H. N., 13, 48n 
Fusilier, M. E., 45In 

Gael, S., 170n 

Gagne, R. M., 269, 315n 

Gainer, L. J., 314n, 316n 

Gainey, James, 116 

Galagan, P. A., 316n, 317n, 694n 

Galbraith, J., 87n, 169n 

Galen, M., 450n 

Galenson, W., 614n 

Gallagher, J., 579 

Gallup Organization, 498 


Galvin, Robert, 79 

Gannett, 521 

Ganster, G. C, 45In 

Ganzach, Y., 246n 

Gap Corporation, 472 

Gap Inc., 691-693 

Gardner, H., 562n 

Gardner, P. D., 307, 319n, 413n 

Garfmkle, Mo, 173 

Gaseosas Posada Tobon SA, 633 

Gates, Bill, 146 

Gatewood, R., 170n 

Gaugler, B. B., 412n 

Gayssot, Jean-Claude, 647 

Gegax, Tom, 249, 250 

Geiger, A. H., 413n 

Gendron, M., 48n 

General Dynamics Corporation, 488 
General Electric, 21, 22, 29, 40, 48n, 73, 
74,77,185,256,325,347,366,368, 
380,396,397,418,426,658,680 
Management Development Program, 
380 

General Electric Fanuc Automation North 
America, 40 

General Electric Fanuc North America, 

49n 

General Mills, 256 

General Motors, 75,146, 184, 193,462, 

464,549,550,557,579,629 
profit-sharing plan, 506-507 
General Motors Onstar-Europe, 22 
General Semiconductor, 332 
George, J., 370n 

Georgia-Pacific training program, 267-268 

Georgia Power, 550, 680 

Gephart, M. A., 252, 314n 

Gerber, B„ 314n, 317n, 318n, 414n 

Gerhart, B. A., 49n, 87n, 208, 215n, 

45In, 467, 489n, 490n, 49In, 514, 522n, 
523n, 524n, 560n, 561n, 653, 660,661, 
665, 693n 

Gerryman, Donald, 192 
Gerstner, Louis V., 74, 135-136 
Getman, J. G., 588, 589 
Ghadar, E., 73 
Ghemawat, P., 73 
Ghiselli, E., 370n 
Ghosn, Carlos, 579 
Giallourakis, Michael C, 554, 562n 
Gifford, CD., 576 
Gifford, Kathie Lee, 611 
Giles, W. E, 37In, 372n 
Gillette Company, 154 
Gilliam, P„ 313n 
Gilligan, K., 370n 
Gillignat, Ted W., 131 
,Gilliland, S. W„ 335 
Gilmartin, Raymond V., 410 
Gilster, P., 136 
Gimein, M., 191 
Gist, M. E., 314n 
Glassman, A. M., 612n 



714 Name Index 


Glatzer, H., 695n 
Glickman, William, 239 
Glover, R. W., 316n 
Goeringer, Pat, 119 
Gogoi, P., 159 
Goldberg, S. B„ 588, 589 
Golden, K., 59, 61, 87n 
Golden Adishoes, 611 
Goldstein, H., 314n 

Goldstein, I. L., 170n, 313n, 314n, 318n 
Goll, Irene, 524n 

Gomez-Mejia, Luis R., 46n, 88n, 489n, 
499,518, 522n, 523n, 524n, 561n, 659, 

661, 693n 

Gooding, R. Z., 245n 
Goodman, P. S., 450n, 489n 
Goodnight, James, 559-560 
Goodyear Tire and Rubber Company, 154 
Gordon, J., 304 
Gottfredson, L. S., 246n, 315n 
Gough, H., 412n 
Gould, S., 413n 
Gowen, C. R., lll,524n 
Gowing, M. K., 158 
Grad, Susan, 560n 
Graf, L. A., 132n 
Graham, Janet, 397 
Graham, Lewis, 528 
Graham-Moore, Brian, 510 
Granick, L., 694n 
Granite Consruction, 368 
Grant, D. L., 412n 
Grant, Jacqueline, 438 
Graves, L. M., 215n 
Gray, Bill, 606 
Gray, T., 452n 
Green, M. S., 45In 
Greenberg, J., 17In, 489n, 523n 
Greengard, S., 47n, 49n, 239, 246n, 247n, 
694n 

Greenhaus, J. H., 41 In 

Greenspan, Alan, 520 

Greenwald, J., 214n, 449n 

Greiner, M., 490n 

Greising, D., 213n 

Grensing-Pophal, L., 15 

Greyhound Financial Corporation, 392 

Griffeth, R. W., 215n 

Griffin, R„ 170n, 17In 

Griffith, G. L„ 3 nn 

Griffith, T. L„ 413n 

Griggs, L., 648n 

Groshen, E. L., 489n 

Grossman, B. P., 132n, 41 In 

Groupe Danone, 183,647 

Grove, D. A., 317n 

Grover, S. L., 561n 

Gruenberg, M. M., 523n 

GTE Data Services, 120,394,567 

Gubman, E. L., 515 

Gucci Group, 692 

Guetal, H. G., 49n, 45In, 694n 

Guion, R. M., 247n, 450n 


Guly, S. M., 315n 

Gunsch, D., 413n 

Gunter, H., 614n 

Gupta, H. U., 316n 

Gupta, N., 449n 

Gupta, Rajiv L., 410 

Gupta, Y. P„ 490n 

Gustman, A. L., 56In 

Gutenberg, R. L., 245n 

Guthrie, J. P„ 247 n, 314n, 449n 

Gutmacher, S., 205 

H. J. Heinz Company, 236 
Hachiya, D., 450n 
Hackett, B., 695n 
Hackett, R. D., 450n 
Hackman, J. R., 45In 
Hackman, R., 17 In 
Haddad, C., 17 In 
Hagan, C. M., 330, 37In 
Hagans, Phil, 196-197 
Hakel, M., 170n 

Halcrow, A., 10-11, 47n, 214n, 318n 

Hall, D. T., 48n, 41 In, 413n 

Hallmark Cards, 388 

Hallock, R. G., 132n 

Hamel, Gary, 213n 

Hamilton, J., 242 

Hammer, A. L., 412n 

Hammer, Michael, 212 

Hammer, T. H„ 413n, 523n, 614n 

Hammonds, K. H., 214n 

Hammonds, Tim, 697 

Hanford, D. J., 513 

Hankins, Paula, 348 

Hannford Brothers, 671 

Hannon, J., 522n 

Hannum, W., 316n, 317n 

Hanson, D., 132n 

Harari, Y., 362 

Harbison, E, 612n 

Hardin, P., 56In 

Hardy, Q., 552 

Harley-Davidson Inc., 605-606 
Harrington, A., 230, 318n 
Harris, P. R., 318n 
Harris Bank, 259 
Harrison, D. A., 45In, 562n 
Harrison, J. K., 87n, 369n 
Harrison, L., 64 7n 
Hartmann, H., 49In 
Harvey, R„ 170n, 343 
Harvey, V. S., 246n 
Hatch, Orrin, 571 
Hatcher, L., 524n 
Hatfield, J., 562n 
Hauenstein, N., 170n 
Hawk, R., 215n 
Hay Group, 327 
Hazel, J., 170n 
Hazucha, J. E, 412n, 414n 
Headhunter.net, 204, 205 
Healy, B., 509, 528 


Healy, J., 614n 

Hecker, D., 47n 

Hedlund, J., 247n 

Heilman, M. E., 245n, 318n 

Heirich, M. A., 548, 562n, 662, 693n 

Helburn, J. B„ 450n 

Heller, M., 449n 

Hellervik, L. W., 414n 

Helliker, K., 214n 

Helliker, Kevin, 370n 

Hellriegel, D., 305 

Helyar, J., 87n 

Hemmasi, M., 132n 

Henderson, R. I., 49In 

Hendrickson, A. R., 694n 

Heneman, H. G., lll,452n, 489n 

Heneman, R. I., 37In, 523n 

Henle, P., 490n 

Hennessey, H. W., Jr., 560n, 56In, 562n 
Hequet, M., 317n 
Herbstman, H., 132n 
Herman, B., 505, 615n 
Herman, E. E., 613n 
Herman, J. B., 441, 588, 589 
Hershberger, S. L., 450n 
Hershey Foods, 320 
Herzberg, E, 162, 17In 
Hewitt Associates, 548 
Hewlett-Packard, 19,21, 237,325,333, 
368,691 

Hezlett, S. A., 412n 

Hicks, M. D„ 414n 

Hicks, W. D„ 315n 

Higgins, E, 642 

Higgs, A. C., 452n 

Hill, Anita, 115 

Hill, C. W. L„ 48n, 87n, 522n 

Hill, E. J., 151 

Hill, G. C., 451n 

Himelstein, L., 154 

Hinkin, T., 522n 

Hinrichs, J. R., 412n 

Hirsch, B. T., 612n, 614n, 615n 

Hirsch, S. K., 412n 

Hirshman, A. 0., 452n 

Hitt, L., 694n 

Hitt, M. A., 46n, 87n, 522n 
Hochwarter, W. A., 562n 
Hodgetts, R., 48n 
Hoffman, Mark B., 86 
Hoffman, R., 37In 
Hoffman, S. K., 562n 
Hofstede, Geert, 621-624, 645, 648n 
Hogan, J., 246n 
Hollenbeck, G. P., 412n 
Hollenbeck, J. R., 132n, 144, 145, 169n, 
214n, 246n, 247n, 45In, 560n 
Holley, W. H., Jr., 3nn, 612n 
H~lmes, S., 158 
Holoviak, S. J., 561n 
Holton, E. E, 111,263, 314n 
Horn, P., 215n 
Home Box Office, 683 



Name Index 715 


Home Depot, 91-92,127,197,563,564, 

687 

Home Quarters, 91 
Homlish, Martin, 84 
Honda Motors Company, 80, 183 
Honeywell Corporation, 73, 388, 426-427 
Hopkins, Dale, 93 
Hopkins, Elizabeth, 108 
Hopp, Dietmar, 85 
Horn, R., 239 
Horner, James, 488 
Horrigan, M. W., 490n 
Hoskisson, R. E., 87n, 522n 
HotJobs.com, 39, 204, 205 
Hough, L. M., 88n, 169n, 245n, 246n, 
247n, 314n, 343,414n, 450n, 489n, 

522n, 560n 
Hovey, Dean, 313 
Howard, A., 48n, 412n 
Howard, J. L., 564 
Howell, W., 171n 
Hoyer, W. D., 215n 
HRnext.com,461 
Huber, Y., 87n 
Hudson, J. P., 246n 
Huet-Cox, G. D., 336 
Huffcutt, A. 1., 246n 
Huffy Corporation, 611 
Huge, E. C., 370n 
Hulin, C., 450n 
Hull, Gordon, 85 
Humana Health Care, 550 
Humphrey, John W., 312 
Hunter, J. E., 13In, 245n, 246n, 247n, 
369n, 370n, 663 

Hunter, R. H„ Bln, 246n, 247n 

Hunter, T. L., 694n 

Hurtz, G. M., 247n 

Huselid, M. A., 40, 46n, 49n, 88n 

Huseman, R., 562n 

Hutchins, J., 136 

Hyatt International, 448 

Hydro Quebec, 672 

Hyland, M. M., 45In 

Hylton, R., 318n 

Hymowitz, C., 431 

Iacocca, Lee, 69 

IBM,64, 70, 73, 74,85, 135-136, 137, 

146,151,165,279,313,380,381,382, 
476,480,486,672,686,687 
electronic learning, 382 
Position Analysis Questionnaire, 478 
IBM Global Services Division, 211, 212 
Ifill, Gwen, 696 

ligen, D. R., 132n, 169n, 215n, 246n, 
247n, 45In, 560n 
Infineon Technologies, 647 
Inland Industries, Inc., 118-119 
Inova Health Systems, 200 
Institutional Shareholder Services, 522 
Intel Corporation, 21, 306, 532, 555 
International Data Corporation, 312 


International Paper, 19 
International Truck and Engine 
Corporation, 163 

Interstate Bakeries Corporation, 131 

Intuit Corporation, 234 

Ippolito, R. A., 561n 

Irving, P. G., 215n 

Isabella, L. A., 413n 

Ivancic, Cathy, 509 

Ivester, M. Douglas, 230 

iwin.com, 93 

J. C. Penney, 448, 521 
J. M. Huber Corporation, 669 
J. P. Morgan Chase, 186 
J. P. Stevens Company, 591 
Jablonski, J. R., 48n 
Jackofsky, E., 87n 
Jackson, B., 414n 
Jackson, Delbert, 116 
Jackson, P. R., 490n 

Jackson, S. E., 67, 88n, 214n, 305, 318n, 
369n,648n 
Jackson, S. L., 48n 
Jacobs, M. A., 48n, 132n 
Jaffe, D. T, 414n 
Jaffe, S., 92 
Jago, I.A., 246n 
James, Glenford S., 130-131 
J AMSj Endispute,425 
Janssens, M., 132n 
Jarley, P., 613n 
Jarrell, D. W., 213n, 614n 
Jarrell, S. B., 613n 
Jarvis, R. L., 319n 
Jeannerette, P. R., 158, 170n, 245n 
Jeffers, Charles, 696 
Jenkins, C. D., 449n 
Jenkins, D., 490n 
Jennings, K. M., 612n 
Jennings, S. A., 524n 
Jenny Craig, 117 
Jensen, Michael C., 524n 
Jenson, A. R., 247n 
Jentsch, E G., 315n 
Jobs, Steven P., 692 
Johnson, C. M., 47n, 345 
Johnson, Linda, 129-130 
Johnson, Lyndon B., 94, 98, 102 
Johnson, Michael, 85 
Johnson, S., 450n 
Johnson, T R., 41 In 
Johnson and Son Inc., 232 
Johnson Controls Inc., 107, 192 
Johnsonville Foods, 428 
Johnston, W., 87n, 132n, 648n 
Jones, C. M., 370n, 414n 
Jones, D. T, 170n, 449n, 490n, 523n 
Jones, David P., 169 
Jones, G., 87n, 88n 
Jones, J. W., 414n, 450n, 697 
Jones, Julie, 45 
Jones, Larry, 230, 45In 


Jones, Paula Corbin, 115 
Jones, R. G., 412n 
Jones, S., 349, 370n 
Jones, T Y, 119, 579 
Jordan, Michael, 154 
Joshi, A., 45In 
Jospin, Lionel, 646 
Jossi, E, 414n 

Judge, T A., 215n, 450n, 45In, 452n, 
523n 

Jung, Carl, 382 
Jung Moo Young, 610 

Kacmar, K. M., 247n 
Kagermann, Henning, 86 
Kahn, J., 47n 
Kahneman, D., 37In 
Kane, J. S., 330, 371n 
Kanfer, R., 214n 

Kanter, Rosabeth Moss, 490n, 647n 

Kantrowitz, T. M., 214n 

Kanungo, R., 450n 

Kanzanas, H. C., 316n 

Kaplan, Robert S., 48n, 512, 524n 

Karp, H. B., 318n 

Karwowski, W., 490n, 522n 

Katcher, A., 318n 

Kato, T, 523n 

Katz, D. M., 431 

Katz, Harry T., 569, 591, 612n, 613n 

Katz, Martin, 513 

Kaufman, J., 214n, 524n 

Kaufman, R. T, 524n 

Kavanaugh, M. J., 49n, 315n, 694n, 695n 

Kay, Ira, 509 

Kaye, B„ 414n, 45In 

Kazanjian, R., 87n, 169n 

Kearsley, G., 317n 

Keats, B. W., 46n 

Keenan, R. S., 45In 

Keeping, L. M., 372n 

Kehoe, J. E., 247n 

Keirn, Jessica, 15 

Kelleher, Herbert, 172-173,236 

Keller, C. E., 245n 

Keller, R. T, 452n 

Kellin, B. R. C., 213n 

Kelly, Gary, 173 

Kelly, H. H., 450n 

Kemma, Wolfgang, 86 

Kemp, N. J., 490n 

Kendall, L., 370n 

Kennedy, John E, 85 

Kentucky Fried Chicken, 24, 57 

KeraYision Inc., 356 

Kernan, M., 372n 

Kerr, C., 612n 

Kerr, J., 87n 

Ketchen, D., 87n 

Key, P., 321 

Keys, B„ 41 In 

Khirallah, D., 317n 

Kiefer, Lou, 605-606 



716 Name Index 


Kiely, K„ 697 

Kiger, E K., 359, 376, 452n 
Kim, S., 213n 
Kimbrough, W., 170n 
King, L., 369n 
King, Martin Luther, Jr., 98 
King, R. T„ 132n, 213n 
Kinni, T. B., 694n 
Kinzer, Allen, 203 
Kirchline, K., 491n 
Kirkpatrick, D. L., 317n 
Kirksey, J., 412n 
Kirsch, M., 245n 
Klatt, L., 371n 
Klayman, N., 246n 
Klein, Donna, 447, 448 
Klein, H., 307, 372n 
Klein, Jonathan, 431 
Klein, K. J., 524n 
Kleiner, M. M., 589, 613n 
Klimoski, R. J., 315n, 37In 
Klineberg, S. L., 247n 
Klinke, J. D., 562n 
Kluger, A. N., 246n, 450n 
Knight, Phillip, 154 
Knowledge Company, 239 
Knowles, M., 315n 
Knox, S. S., 450n 

Kochan, Thomas A., 569, 573, 591, 599, 
601,612n, 613n, 614n 

Kohl's, 692 
Kohn, A., 522n 
Kohn, L., 143 
Komah, J., 317n, 370n 
Konovsky, M. A., 489n, 503, 523n 
Konrad, A. M., 523n 
Konz, A., 87n 
Koonce, R., 694n 
Koosek, E. E., 56In 
Kopp, R., 648n 
Koreta, G., 150, 214n 
Korman, A. K., 369n, 372n 
Kosan, L., 513 
Kossek, E. E., 48n 
Koys, D. J., 449n 
Kozloff, Emme P., 692 
Kozlowski, Dennis, 410, 411 
Kozlowski, S. W. J., Jr., 319n, 371n 
KPMG,644 

Kraiger, K., 317n, 372n 
Kram, K. E., 413n, 414n 
Kraut, A., 369n 
Kravitz, D. A., 132n, 247n 
Kravitz, D. E., 440 
Krehbeil, John, 79 
Kreitner, R., 370n 
Kroeck, K. G., 215n 
Kroll Associates, 217 
Kruse, D. L., 523n 
Kuhn, A., 613n 
Kuhnhenn, J., 697 
Kummerow, J. M., 47n, 414n 
Kunii, I. M., 183 


Kuriantzick, J., 321 
Kurrner, Robert, 568 

Laabs, J., 4, 47n, 48n, 64 
Labich, K., 48n, 213n, 318n 
Labig, C E., 214n, 450n 
Laglow, R., 4 

Lakeside Imports Incorporated, 130 

Lambert, B., 452n 

Lambert, R. A., 522n 

Lambert, S. L., 45In 

Lampel, J., 237 

Lancaster, A. R., 158 

Lancaster, H., 318n 

Landau, J., 413n 

Landis, R. S., 17In 

Land- E, 170n, 37In 

Langdon, D. G., 314n 

Langdon,J.C,335 

Langeland, K. L., 345, 370n 

Larcker, D. E, 522n 

Larsen, David, 191 

Larson, R., 41 In 

Latham, G. P., 316n, 317n, 344, 370n, 

37In, 372n, 449n 
Latimer, S., 414n 

Lawler, E. E., Ill, 87n, 170n, 37In, 489n, 
490n, 499, 523n, 524n, 562n 
Lawrence, J., 452n 
Lawrence, L., 555 
Lawshe, C H., 245n 
Layard, R., 490n 
Lazear, E. E, 56In 
Lea, H. D„ 414n 
LeBlanc, E., 230 
LeBlanc, E, 477 
Lederer, A. L., 694n 
Ledford, Gerald E., 477, 490n 
Ledvinka, J., 48n, 13In, 648n 
Lee, C, 49n, 316n, 369n 
Lee, R. A., 245n 
Lee, S., 48n 
Lee, Thong, 447 

Leibowitz, Z. B., 372n, 402, 414n, 694n 

Leminsky, G., 614n 

Lencsis, P. M., 560n 

Lenlos, John, 245 

Leonard, B, 316n 

Leonard, M., 214n 

Lepak, D. E, 49n 

LePine, J. A., 246n, 247n 

Lepsinger, R., 412n 

Leslie, J. B., 414n 

Level 3 Communications, 520, 521 

Levin, D. E, 562n 

Levin, Gerald, 482 

Levin, K. Y., 158 

Levin, R. A., 247n 

Levine, D. I., 490n, 524n 

Levine, H. Z., 489n 

Levi Strauss, 233, 448 

Levy, P. E., 372n 

Lewin, D., 489n, 522n, 524n, 56In 


Lewinski, Monica, 115 

Lewis, N., 382 

Lewis, Nancy J., 313 

Lewis, Roosevelt, 131 

Libby, T., 246n 

Lichenstein, E, 450n 

Liden, R. C, 17In 

Liebman, Wendy, 692 

Lillie, John M., 693 

Lindell, M. K„ 17In 

Lindeman, 132n 

Linenmann, ED., 613n 

Lingre, P., 49n 

Lipserr, L., 316n, 319n 

Liska, L. Z., 562n 

Little, D„ 170n 

Livernash, E. R., 490n, 614n 

Liz Claiborne Inc., 610-611 

Loarie, Thomas, 356 

Locke, E. A., 370n, 372n, 450n, 45In, 

504, 523n 

Lockheed Martin Corporation, 129, 131, 
320, 567 
Loden, M., 48n 
Loeb, M., 452n 
Loher, B. T., 314n, 315n 
Lohr, Steve, 489n 
Loizos, C, 369 

Lombardo, M. M., 316n, 387, 412n, 414n 

London, M., 364, 372n, 41 In, 412n, 413n 

Longenecker, C, 369n 

Lopez, Elodia, 448 

Lopez,J.,88n 

Lopez, L., 48n 

Lorber, Lawrence, 488 

Lord, Abberr and Company, 189 

Lott, Nathaniel, 118 

Lotus Discovery System, 252 

Loughran, C S., 613n 

Louis, M. R., 319n 

Lovell, S. E., 440 

Lowe's, 91 

Lublin, J. S„ 41 In, 412n, 414n 

Lucas, J. A., 318n 

Lucent Technologies, 527 

Lucky Store Foods, 296 

Lunsford, J. L., 58 

Luthans, Fred, 48n, 370n 

Luz, J., 45In 

Lyman, J., 321 

Lynn, J., 452n 

Macavinta, C, 321 
MacDuffie, P., 88n 
MacGregor, Robert, 313 
MacPherson, D. A., 615n 
Macy's West, 20 
lO.adden, J., 170n 
Mader, Margie, 211 
Mael, E A., 246n 
Mager, B., 315n 
Mager, R. E, 314n 
Magjuka, R. T., 314n, 315n 



Name Index 717 


Magney, Myron, 213n 
Magnus, M., 214n 
Magnusen, K. 0., 215n 
Maher, K„ 431 
Mahoney, Joan D., 318n 
Mainiero, L. A., 414n 
Maiorino, Fred, 99 
Maitland, A., 667 
Maiwald C. R., 150 
Majchrzak, A., 523n 
Major, D. A., 319n 
Malik, S. D., 319n 
Mamorsky, J. D., 560n 
Mandel, M., 48n 
Mangan, J. F., 132n 
Mangi, N., 205 
Mangum, G., 562n 
Maranto, C. L., 612n, 613n 
Margerison, C., 49n 
Mark, J., 647n 
Markels, A., 318n 
Markey, J. P., 490n 
Marks, S. J., 214n 
Markus, T., 132n 

Marriott Hotel, Chicago, 446-449 
Marriott, J. W., Jr., 447-449 
Marriott Corporation, 357 
Marshalls stores, 306 
Marsick, V. J., 252, 314n 
Martell, K., 87n 
Martin, R., 490n 
Martinez, Arthur, 515 
Martinez, Maria, 446 
Martinko, M. J., 45In 
Martin Marietta, 230 
Martnick, Brian, 593 
Martocchio, J. J., 314n, 315n 
Marx, R. D„ 316n 
Mastech Corporation, 212 
Masterson, S. S., 449n 
Mathews, J., 132n 
Mathieu, J. E., 314n, 315n 
Matison, Craig, 379 
Matlack, C., 183 
Matsushita Corporation, 182 

Mattel, 610, 611, 612 
Maurer, S. D., 246n 
Mawhinney, T. C., 345, 370n 
Maxwell, S. E., 317n 
May, D., 17In 
May, K. E., 369n 
May all, D., 562n 
Mayes, B. T., 45In 
Mayfield, M. S., 158 
Mayo Clinic HealthQuest, 555 
McAdams, Don, 428 
McAdams, J. L., 511, 524n 
McAfee, J. K., 317n 
McCaffrey, R. M., 56In 
McCain, M., 316n 
McCaleb, V. M., 523n 
McCall, M. W„ Jr., 316n, 318n, 412n, 
414n 


McCallum, A., 317n 
McCann, D., 49n 
McCarthy, P. M., 171n, 246n 
McCartney, S., 173 

McCauley, C. D„ 385, 390, 412n, 413n, 
414n 

McCaulley, Mary H„ 385, 412n 
McClelland, C., 17 In 
McClendon, J. A., 613n 
McCloy, R. A., 247n 
McCormick, B., 87n 
McCormick, E., 170n 
McCracken, D., 404, 414n 
McDaniel, M. A., 246n 
McDonald's, 196-197,448,508 
McDonnell, L., 246n 
McDonnell Douglas Corporation, 
107-108,189,230 

McEvoy, G. M., 215n, 317n, 319n, 371n 
McFadden, John J., 543, 546, 560n, 56In, 
562n 

McFarland, L. A., 247n 
McFarlin, D. B., 489n 
McGarvey, M., 450n 
McGehee, W., 315n 
McGowan, Bruce, 368-369 
McGraw, P., 88n 
McGraw-Hill, 256, 284 
McGregor, Douglas, 347, 370n 
McGurn, Patrick S., 521-522 
MCI WorldCom, 10 
McKenzie, F. C., 512 
McKenzie, R. C., 663 
McKersie, R. B., 613n 
McKersie, Robert, 592 
McKinney, Matt, 46 
McKresie, R. B., 612n 
McLaughlin, S. D., 41 In 
McMahan, G. C., 87n, 88n, 17In, 247n, 
370n,653, 660,661, 665, 693n 

McMahon, J. E., 399 
McMurrer, D., 316n 
MCN Corporation, 192 
McNeal, Michael L., 212 
McWhite, Sabrina, 449 
McWilliams, A., 87n 
Medoff, J. L., 523n, 580, 614n 
Medsker, K. L., 315n 
Meglino, B. M., 45In 
Mehta, S. N., 136 
Mei-Pochtler, Antonella, 647 
Meister, J., 313n 
Melamed, S., 45In 
Meltzer, A. S., 314n, 316n 
Mendels, P., 237 
Mendenhall, M., 318n, 648n 
Mercedes-Benz, 480 
Mercer Management, 394-39$ 

Merck and Company, 60, 62,/337, 410, 
500-501,508 ! 

Meritor &'vings Bank, -17 
Merman, S. K., 399 I 
Merrill Lynch, 186, 286, 425 


Met Life Insurance, 192, 626 
Metropolitan Financial, 380 
Meyer, D. G., 613n 
Meyer, H., 648n 
Meyer, J. P., 215n 
Miceli, M. P., 450n 
Michael, R., 49In 

Microsoft Corporation, 21, 77, 140, 146, 
191,211,212,325,549 
Microsoft Mexico, 297 
MicroStrategy Inc., 431, 532 
Midway Airlines, 177 
Miles, R., 87n, 88n 
Milken, Michael, 312 
Milkovich, George T., 87n, 214n, 467, 

468, 489n, 490n, 491n, 514, 522n, 523n, 
524n, 560n, 648n 
Millard, C. W„ 319n 
Miller, B. C., 151 
Miller, H. E., 450n 
Miller, J. L., 247n 
Miller, K. L., 49n, 316n 
Miller, R. B., 371n 
Miller, Russell H., 521 
Milliman, J. F.,412n 
Millman, J., 369n 
Mills, A. E., 247n 
Mills, G. E., 41 In 
Mills, K., 132n 
Millsap, R. E., 412n 
Millstein, Ira M., 410, 521 
Miner, J. B., 489n 
Minot, F. J., 413n 
Minow, Nell, 410 
Mintzberg, H., 237 
Mirvis, P. H., 41 In 
Misa, K. F., 648n 
Mischel, L. J., 45In, 614n 
Mishra, A., 17In 
Mitchell, D. J. B., 524n, 561n 
Mitchell, J., 214n 
Mitchell, O. S., 489n, 56In, 562n 
Mitchell and Company, 75 
Mitra, A., 648n 
Mitsuhasi, H., 657 
Moberg, D., 49n 
Mobil Corporation, 73, 239 
Modas Uno Korea, 611 
Moeller, M., 170n 
Mohrman, A. M., 369n 
Mohrman, Chris, 130 
Molex Inc., 79, 204 
Mane, E. M., 372n 
Monheit, A. C., 561n 
Monitrex, 444 

Monsanto Corporation, 20, 199,300,521, 
645,675 

Monster.com, 14,39,204,205,644 
Montgomery, M., 562n 
Montmarquette, C., 49In 
Moore, James, 312 
Moore, M., 37In 
Moran; R. T., 318n 



718 Name Index 


Morath, R. A., 17In, 246n 
Morgan, B. A., 614n 
Morgan, B. B., Jr., 317n 
Morgan, S., 524n 

Morgan Memorial Goodwill Industries, 
306 

Morgenson, EP., 158, 17In, 246n 
Morgridge, John, 426-427 
Morningstar Inc., 395 
Morris, M., 170n 
Morrison, AM., 318n, 412n 
Morrison, E. W., 319n 
Morrison, R. E, 319n, 37In, 413n 
Morrow, J. E., 413n 
Morse Brothers, 279 
Moses, Joyce, 488 
Mossholder, K. W., 37In, 372n 
Motorola Inc., 44, 78-79, 167, 192, 
204-205,282,283,380,658,672 
Moulinex, 183,646-647 
Mount, M. K., 247n 
Mowday, R. T., 450n 
Mulcany, C, 450n 
Muldrow, T. W., 663 
Mullen, E. J., 317n, 41 In 
Mullins, W., 170n 
Multex.com, 15 
Multi-Media, 244 
Mulvey, E, 214n 

Mumford, M. D„ 157, 158, 170n 
Munson, L. J., 45In 
Murphy, B. S., 245n 
Murphy, K. R., 170n, 247n 
Murphy, Kevin J., 338, 358, 369n, 370n, 
37In, 500, 501, 524n 
Murray, B„ 489n, 522n 
Murray, C, 132n 
Murray, M., 414n 
Myers, Catherine D., 385 
Myers, R. A, 413n 
Myers C, 612n 

Nackley, J. V., 560n 
Nadeau, M., 316n 
Najita, J. M., 615n 
Napier, N., 87n 
Naraine, R., 321 
Nardelli, Bob, 92 
Narisetti, R., 316n 
Nasser, Jacques, 326 
Nathan, B. R., 315n, 369n 
Nature Conservancy, 438 
Navarro, Bobbi, 234 
Naylor, J. C, 315n 
NBC, 184, 256, 582 
Neal, J. A, 40, 49n 
Neale, M. A., 553, 562n 
Near, J. E, 450n 
NEC, 183 

Nelson, Cheryl, 189 
Nelson, K., 562n 
Nelton, S., 48n, 454 
Nemeroff, W., 37In 


NetFolio Inc., 15 

Netscape Communications, 85, 211 
Neubert, M. J., 247n 
New Balance Athletic Shoes Inc., 141, 
611 

Newbridge Networks, 497 
Newman, J. M., 214n, 489n, 49In 
Newstrom, J. W., 150 
Newton, T. J., 45In 
New York Hospital-Cornell Medical 
Center, 396, 397 
Nguyen, ChrisJ., 312 
Nicholson, G., 247n 
Nielsen, T. M., 336 
Nike, Inc., 141, 154,471,610,611,612, 
631,678 

Nissan Motor Company, 183,579 
Nissan USA, 259 
Nixon, Richard M., 102 
Noble, H. B„ 562n 

Noe, R. A, 47n, 245n, 305, 314n, 315n, 
372n,41 In, 413n, 414n, 491n 
Nomani, A Q., 449n, 612n 
Nordstrom, 240 
Norman, C, 412n 
Nortel Networks, 667 
Northcraft, G. B., 413n, 553, 562n 
Northeast Tool Manufacturing Company, 
167 

Northern Telecom Limited, 37 

Northrup Grumman, 476 

North Side Bank & Trust Company, 461 

Northwest Airlines, 130, 177,230 

Northwestern Bell, 234 

Northwestern Mutual Life, 547 

Norton, D. P., 48n, 512, 524n 

Norton, R., 647n 

Norwest, 368-369 

Nowack, K. M., 414n 

Nucor Corporation, 168 

Nunnally, J. G, 245n, 246n, 315n 

Nynex Corporation, 283 

O'Connell, S. E., 694n 

O'Connor, E. J., 315n 

Oddou, G. R., 318n, 648n 

Odiorne, G., 370n 

O'Donnell, M., 370n 

O'Donnell, R., 370n 

O'Farrell, B., 491n 

O'Hagan, Joe, 190 

Ohlott, P.J., 390, 412n, 413n, 414n 

Ohmes, Cathy, 555 

Oldham, G. R., 17In, 45In 

Old Navy, 691, 692 

O'Leary-Kelly, AM., 132n, 307 

Olian, J. D., 87n, 214n, 247n, 314n 

Olson, G A, 614n 

Olson, Sandy, 447 

Omni Circuits Inc., 79 

Ones, D. S., 247n 

0*NET, 158 

Operations Management International, 28 


Oracle Corporation, 85, 212, 559, 684, 
685 

O'Reilly, A., 170n 

O'Reilly, B., 412n, 648n 

O'Reilly, C A, 111, 47n, 74, 694n 

O'Reilly, Tony, 236 

Ortiz, Teresa, 448 

Orton, E, 382 

Osburn, H. G., 245n 

Oseng, David, 130 

Oser, R. L„ 317n 

Osterman, E, 601, 614n 

Ostroff, C, 317n, 319n 

Oticon Inc., 271 

Outokumpu American Brass factory, 
592-593 

Outokumpu Oyj, 592 
Outtz, J. L., 247n 
Outwater, Lynn, 461 
Ovalle, N., 37In 
Owens Corning, 211, 527 
Owens-Corning, 351 

Ozeki, G, 48n 

Pace, R. W„ 41 In 

Pacific Bell, 433, 436, 488 

Pacific Telesis Group, 671 

Packer, A, 87n, 132n, 648n 

Paetzold, R., 132n 

Paine Webber, 186 

Palich, L. E., 215n 

Pan American Airways, 53 

Panus, B., 457 

Papa John's Pizza, 201 

Park, H„ 657 

Parker, James E, 172-173, 178 

Parker-Pope, T., 405 

Parks, J. M., 41 In, 522n 

Pascale, B., 88n 

Paskoff, S. M., 318n 

Pastin, M., 48n 

Patagonia, 25 

Patten, T., Jr., 370n 

Patterson, G. A, 49In 

Patton, C, 24 

Paul, K. B„ 440 

Payne, S. C, 315n 

Peach, Kathleen M., 130 

Pear, R„ 131n 

Pearlman, K., 158, 245n 

Pearl Meyer and Partners Inc., 521 

Pearlstein, S., 88n 

Peiper, R., 647n, 648n 

Pella Corporation, 381 

Pence, E., 37In 

Penczak, J. A, 560n 

Penley, L. E., 413n 

Penn, P., 370n 

P~nsare, 313 

Peoples oft Inc., 559 

PepsiCo, 57, 58, 230, 436, 471, 488, 508 
Pepsi International Bottlers, 625 
Perez, Albina de, 611 



Name Index 719 


Perlman, Lawrence, 428-429 
Perreira, G. M., 246n 
Perrewe, P. L., 562n 
Perruci, C. C., 413n 
Perry-Smith, J. E., 45In 
Persons, 0., 614n 
Peters, Jurgen, 505 
Peters, L. H., 315n 
Petets, Thomas J., 49n 
Peterson, D. B., 414n 
Peterson, N. G., 158 
Peterson, Reggie, 143 
Petrini, C. M., 316n 
Petty, M. M., 524n 
Peugeot, 647 

Pfeffer, Jeffrey E, 47n, 74, 369, 489n, 523n 

Pfieffer, Eckhard, 79 

Pfizer, Inc., 298, 532 

Pflaum, B. B., 450n 

Philip Morris, 424 

Phillips, J. J., 317n 

Phillips, J. M., 214n 

Phillips, S. M., 489n 

Phillips-Jones, L. L., 413n 

Phillon, L., 47n 

Pic 'n' Pay, 674 

Pierce, J. L., 150, 524n 

Pier I Impotts, 347-348 

Pillsbury, 308 

Pinder, C. C., 413n 

Pingitore, R., 246n 

Piotrowski, M., 370n 

Pipe, P., 314n 

Pirerchia, E V., 562n 

Piskurich, G. M., 316n 

Pitasky, Scott, 156 

Pizza Hut, 24, 57 

Plamondon, K. E., 247n 

Platania, J., 132n 

Plattner, Hasso, 84-86 

Plattner, Horst, 85 

Plattner, Inge, 85 

Plummer, Norman, 444 

Poe, J., 119 

Poister, T, 370n 

Polaroid, 429, 601 

Polkerton, Debra, 431 

Poor, Steve, 130 

Pooyan, A., 315n 

Porter, Lyman W., 450n, 45In 

Porter, Michael E., 70, 86n, 88n 

Posner, B. Z., 319n 

Pou Chen Corporation, 612 

Powell, G., 214n 

Powell, G. H., 319n 

Powell, G. N., 215n 

Powell, L., 412n 

Powell, Tommie, 447, 448 

Powers, M. L., 314n, 315n 

PPG Industries, 421 

Pratt, Harold, 410 

Pratt and Whitney, 476 

Premack, S. L., 215n 


Prencipe, L. M., 582 
Price, Fred, 167, 169 
Price, K. E, 318n 
Price Waterhouse, 108 
PriceWaterhouseCoopers, 542 
Primhoff, E., 170n 
Pritchard, R., 170n, 349, 370n 
Procter and Gamble, 21, 22, 39, 184,404, 
405,486,508 

careers for women, 405 

compensation plan, 465 
Prodigy, 671 
Prusak, L., 37 

Pulakos, E. n,246n, 247n, 37In 
Pursell, E., 37In 

Q-Hire, 686 
Quaker Oats, 547 
Qualcomm Inc., 552 
Quan, Katie, 582 
Quill, 192 
Quillen, L., 694n 

Quinn, James Bryan, 86n, 88n, 313n 
Quinn, R. P.,440 

Quinones, M. A., 246n, 315n, 316n 

R. R. Donnelley and Sons, 130, 303 

Radcliff, Michael, 211 

Raghuram, S., 314n 

Ragins, B. R., 414n 

Raimy, E., 48n 

Ramada Inn, 168 

Ramanujam, V., 59, 61, 87n 

Raphael, T, 435 

Rappaport, Alfred, 520, 521-522 

Ravlin, E. C., 45In 

Raychem, 388 

Raytheon Corporation, 35 

Read, W., 523n 

Reagan, Ronald W., 94, 242 

Rebello, K., 170n 

Recardo, R., 694n 

Redecker, J. R., 613n 

Red Lobster, 256 

Redman, J., 191 

Redwell, Sara, 448 

Ree, M. J., 246n, 315n 

Reebok International, 141, 611 

Reed, John,481,482 

Reed-Mendenhall, D., 319n 

Reich, Robert B., 593 

Reichers, A. E., 319n 

Reichheld, E, 449n 

Reicks, James, 232-233 

Reid, C. L., 318n 

Reilly, A. H„ 413n 

Reilly, C. E., 440 

Reilly, M., 170n 

Reilly, R. R., Bin, 246n, 412n 

Reimert, W. A., 562n 

Reingold, J., 214n, 381, 412n 

Renard, M. K., 369n 

Reno, Janet, 132n 


Rentsch, J. R., 450n 

Resolure Systems Inc., 425 

Retiree Resources Corporation, 20 

Reynolds, C., 641 

Reynolds, D. H., 247n 

Rhoades, L., 452n 

Rhodes, C. A., 41 In 

Rhone, Mel, 320-321 

Riboud, Franck, 647 

Rice, R. W., 489n 

Richard D. Irwin Inc., 256 

Richter, A. S., 317n, 478 

Richter, J., 48n 

Ricklees, R., 48n 

Rigdon, J. E., 694n 

Robetts, Geoff, 313 

Roberts, K., 48n 

Robinson, D. D., 245n 

Robinson, D. G., 295, 317n 

Robinson, J., 295, 317n 

Robinson, J. T, 413n 

Robinson, R., 562n 

Rock, M. L., 524n 

Rodgers, R., 370n 

Rodriguez, Alex, 459 

Roesner, J. D., 48n 

Rogers, J., 614n 

Rogers, Tracey, 611 

Rohm and Haas, 410 

Rokeach, Milton, 647n 

Roland, C. C., 317n 

Rollheiser, Laura, 172 

Randy, J., 79 

Ronen, S., 318n 

Roos, D., 490n 

Roosevelt, Franklin D., 529, 583 
Rose, J., 612n, 614n 
Rose, R. L., 613n 

Rosen, B„ 27, 214n, 304, 318n, 49In 
Rosen, R., 314n 
Rosenbaum, W. B., 450n 
Rosenberg, M., 317n 
Rosenthal, D. B., 412n 
Rosin, H., 48n, 318n 
Rosow, J. M., 314n, 316n 
Ross, J., 450n 
Ross, R. A., 524n 
Ross, Ruth K., 45—46 
Ross, Timothy L., 510, 524n 
Rosse, J. G., 247n, 450n 
Rossett, A., 273, 315n 
Roth, E, 170n, 349, 370n 
Rothwell, W. J., 316n, 414n 
Rouche Holdings Inc., 186, 187 
Roughton, J., 132n 
Rouillier, J. Z., 314n 
Roush, E, 412n 
Rousseau, D. M., 47n, 41 In 
3 Rowland, C. C., 317n 
Rowland, K., 37In 
Rowland, K. M., 86n, 315n, 412n 
Royal, W., 593 
Royal LePage Ltd., 212 



720 Name Index 


Roznowski, M., 450n 
Rubbermaid, 236 
Rubenfeld, S., 524n 
Rubin, E, 524n 
Rubio, L., 647n 

Ruderman, M. N., 412n, 413n, 414n 

Rummier, G., 260, 314n 

Runzheimner International, 473 

Russell, J. S., 314n, 315n 

Russo, E, 237 

Ryan, A. M., 247n 

Ryan, R., 522n 

Ryerson Coil Processing, 119 
Rynes, S. L., 87n, 208, 214n, 215n, 304, 
318n, 467, 468, 489n, 49In, 523n 
Ryscavage, P., 490n 

S. C. Johnson Company, 563 

Saari, L. M., 317n, 41 In 

Sackert, P., 372n 

Sackert, E R., 170n, 245n, 317n 

Safeway Stores, 472 

Salas, E., 314n, 315n, 317n 

Salkever, A., 215n 

Salomon Smith Barney, 563 

Salvemini, N., 412n 

Salvendy, G., 490n, 522n 

Sal wen, K. G., 614n 

Sample, J., 318n 

Sandberg, J., 694n 

Sandman, Peter, 551 

Sanford Bernstein and Company, 692 

SAP, 84-86, 212 

SAPMarkets, 86 

Sarli, M. M., 562n 

Saruda, A. J., 132n 

SAS Institute, 20, 559-560 

Sathe, V., 647n 

Saunders, N., 13 

Saveri, A., 47n 

Savill, E A., 214n 

Sawyer, K., 132n 

SCA Consulting, 520 

Scandura, T A., 414n 

Scanlon, Joseph N., 510-511 

Scappini, Kathleen, 244 

Scarborough, Michael, 528 

Scardello, V., 648n 

Scarpello, V. G., 48n 

Schacter, Victor, 488 

Schaefer, P., 689 

Schellhardt, T D., 326, 37In 

Schering-Plough,99 

Scherreik, S., 422 

Schiff, L., 213n 

Schlager, Seymour, 217 

Schlender, B., 213n 

Schlosser, J., 17In 

Schmidt, E L., 245n, 246n, 247n, 369n, 
663 

Schmidt, E S., 247n 
Schmidt, Jeffrey, 423 
Schmidtke, J. M., 45In 


Schminke, M., 170n 
Schmirt, M. L., 449n 
Schmitt, N., 170n, 215n, 245n, 246n, 
247n, 315n 

Schmirt, Wolfgang, 236 

Schneider, B., 87n, 245n, 452n 

Schneider, M., 381 

Schneider, R. J., 412n, 414n 

Schneier, C. E., 314n, 315n, 369n 

Schoenfeldt, L. E, 67, 412n 

Schor, J., 562n 

Schowerer, C., 214n 

Schrage, M., 17In 

Schreiber, C. T, 318n 

Schreisheim, C., 450n 

Schroeder, Fred, 79 

Schroeder, K. G., 413n 

Schu, J., 213n 

Schuch, R., 132n 

Schuler, R. S., 67, 87n, 88n, 214n, 369n, 
647n, 648n 
Schultz, C., 414n 
Schultz, E. R., 87n, 317n 
Schuster, M. H., 524n, 613n 
Schwab, D. P., 490n 
Schwab, D. S., 452n 
Schwartz, J. L., 309, 613n 
Schwarz, James, 79 
Schwoerer, C., 17In, 314n 
SC Johnson, 19-20 

Scott, C. D., 414n 
Scott, EA., 562n 
Scort, L. R., 317n 
Scully, J. A., 171n 

Sears, Roebuck and Company, 74, 80, 113, 
192,193,433,504,515 
SEB, 646 
Sebastian, P., 88n 
Segal, J. A., 372n, 590 
Segal, N. L., 450n 
Sego, D. J., 315n, 316n 
Self, Dave, 347 
Sellers, P.,41 In 
Selz, M., 318n 
Seminario, Peg, 696 
Senge, E, 88n,314n 
Seredyn, Arthur, 447 
Serwer, A., 213n 
Sethi, S. Prakash, 610 
Seyfarth, Fairweather and Geraldson, 130 
Shaffer, M. A., 45In 
Shalley, C. E., 413n 
Shapiro, D., 449n 
Sharer, Kevin W„ 410 
Sharpe, R., 318n 
Shaw, B., 67 
Shaw, D. G., 369n 
Shaw, J. D„ 449n 
Shaw, K. N., 523n 
Shaw, E E, 213n 
She- Beast, 25 
Sheppeck, M. A., 41 In 
Sherer, Peter D„ 475, 489n, 490n 


Sherman, A. W., Jr., 49In 
Sherman, S., 49n, 87n, 37In 
Shields, Jerry, 92 
Shilling, M. P., 512 
Shook, D„ 141 
Shriver, Julie, 368 
Siebel Systems, 86 
Siegel, J. A., 327 

Siemens Corporation, 169, 282, 684 

Silver, M. B„ 158 

Silverman, R. E., 413n 

Silverman, S. B., 170n, 412n 

Simison, R. L., 132n 

Sinatra, Frank, 100 

Singapore Airlines,S 7 

Singh, V., 371n 

Singleton, B., 524n 

Skarlicki, D. P., 213n, 450n 

Skrzyniarz, Beth, 15 

Skylar, T, 316n 

Slade, L. A., 413n 

Slate, M., 56In 

Slavenski, L., 414n 

Slichter, S., 614n 

Slocum, J. W., Jr., 305 

SmartForce, 312 

SMG Net, 312 

SMG Strategic Management Group, 312 

Smiddy, Harold, 347 

Smith, AI, 201 

Smith, B. J., 315n 

Smith, D. C., 37In, 440 

Smith, E. M., 316n 

Smith, E J., 132n 

Smith, G., 87n 

Smith, J., 215n, 450n 

Smith, L., 247n 

Smith, EA., 213n, 214n, 314n, 370n 

Smith, E C., 41 In 

Smith, R. S., 490n, 523n, 560n 

Smith, V. C., 305 

Smith Barney, 425 

Smither, J. W., 330, 335, 370n, 37In, 

412n 

Smith-Jentsch, K. A., 315n 
Smits, T, 191 
Snell, R. S„ 412n 

Snell, S. A., 49n, 87n, 88n, 370n, 372n, 
648n,653,693n 
Snow, C., 87n, 88n 
Socrates, 147 

Solomon, C. M., 48n, 143, 215n, 298, 
314n, 316n, 318n, 413n, 489n, 649n 
Solomon, J., 246n 
Solomon, Larry, 45 
Solow, Robert, 648n 
Soluri, Jeff, 244 
Sony Corporation, 84, 192,547 
Sorra- J. S., 315n, 316n 
Sorrell, B„ 45In 
Sorrentino, C. 5 614n 
Southwest Airlines, 53, 57, 172-173, 
177-178,236,256,654 



Name Index 721 


Spagat, E., 173 
Sparks, C., 490n 
Sparrowe, R. T, 17In 
Spector, B., 369n 
Spencer, D. G., 423, 452n 
SpencerStuart Inc., 410 

Spielman, Jorge, 114 
Spiro, M. S., 252, 314n 
Spivak, Herb, 141 
Spreitzer, G. M., 318n 
Spring, B., 246n 
Sprout, A 1 ., 694n 
Staines, G. 1., 440 
Stajkovic, A D., 370n 
Stamps, D., 314n, 315n 
Standard and Poor's Corporation, 46 
Standish, Fred, 579 
Stanley, T D., 613n, 614n 
Starbucks Coffee, 22, 48n 
Stasser, G., 246n 
State Farm Insurance, 444-445 
Staw, B. M., 41 In, 450n 
Stecher, M. D., 247n 
Steel, R. E, 37In, 450n 
Steel Dynamics Inc., 168 
Steers, R. M., 450n, 45In 
Steffy, B. D„ 413n, 414n 
Steger, J. A., 412n 
Steiber, J., 613n 
Steinfeld, C., 317n 
Steinmeier, T. 1.,561n 
Steinmetz, G., 615n 
Stepanek, M., 49n 
Stephan, K., 47n 
Stephens, J. K., 318n 
Stern, J. 1., 615n 
Stern, R. N., 614n 
Stetzer, E., 450n 
Steven, C. M., 613n 
Stevens, C. K., 214n, 215n 
Stevens, E., 316n 
Stevens, G., 316n 
Stevens, 1., 694n 
Stevens, M. J., 413n 
Stewart, G. 1., 170n, 247n 
Stewart, Thomas A., 88n, 314n, 411n, 
412n, 651,690, 691,694n, 695n 

Stockdale, M., 132n 
Stodghill, R., 213n 
Stone, E. E, 45In 
Stone, T H., 214n 
Strauss, G., 612n 
Strauss, J. P., 247n 
Streib, G., 370n 
Strickland, A., 88n 
Strickler, G., 13 In 
Stroh, 1. K., 413n 
Strydom, Hugo, 245 
Stuebing, K., 170n, 370n 
Sturm, Susan, 129 
Sucec, J., 370n 
Suharto, 611 
Sullivan, G. J., 314n 


Summers, 1.,414n 
Sundstrom, E., 336 

Sun Microsysrems, 20, 258,312,518,552 

Sunoo, B. r,47n, 214n, 245n 

Susman, G. I., 490n 

Sutton, N., 318n 

Svejnar, J., 523n 

Swaak, R. A, 489n 

Swain, Carol M., 130 

Swain, Lawrence, 116 

Swartz, C., 490n 

Swiffer broom, 39 

Symonds, W. C., 411 

Synergy, 359 

Syntex Corporation, 186, 187 

T. J. Maxx, 306 
Taco Bell, 24, 57, 436, 488 
Tahmincioglu, R., 644 
Tannenbaum, S. I., 49n, 314n, 315n, 
317n, 694n 
Tanouye, E., 45In 
Target Stores, 197, 692 
Tate, Pamela J., 167 
Taylor, A, 88n 
Taylor, E, 17In 
Taylor, G. Stephen, 554, 562n 
Taylor, M. S., 215n, 369n 
Teachout, M. S., 246n 
Teel, K. S., 523n 
Telecommcareers.com, 204-205 
Tellabs, 25 
Tellegen, A., 450n 
Templeton, M. E., 49In 
Templin, N., 88n 
Tepper, B. J., 414n 
Terborg, J. R., 314n, 315n 
Tesluk, E E., 315n 
Tesseract Corporation, 682 
Tetenbaum, H., 315n 
Tetenbaum, T, 315n 
Texaco, 33, 129,429 

diversity management, 304-305 
Texas Instruments, 46, 184 
Texas Rangers, 459 
Textron, 550 
Tharenov, P., 414n 
Thayer, P. W., 17In, 315n 
Thibaut, J. W., 450n 
Thoman, G. Richard, 410 
Thomas, Clarence, 115 
Thomas, J. M., 45In 
Thomas, Joy, 320 
Thomas, Mike, 368 
Thomas, R. R., 318n 
Thomason, T, 615n 
Thome, Layne, 563-564 
Thompson, A, 88n 
Thompson, J., 214n 
Thompson Consumer Electronics, 259 
Thornburg, 1.,314n 
Thornburgh, Dick, 132n 
Thorndike, E. 1., 494 


Thorne, A, 412n 

Thornton, G. C., Ill, 247n, 412n 

3Com, 313, 551 

3M Corporation, 163,203,279,302, 

681-682 
Thurm, S., 77 
Tichy, Noel M., 41 In 
Tilly, C., 562n 
Timberlake, C., 215n 
Timberland Company, 611 
Tindale, R. S., 246n 
Tires Plus, 310 
case, 249-250 
Titus, W., 246n 
TJX Corporation, 306 
TLC Laser Eye Center, 431 
Tomkins, N. C., 413n 
Tong Yang Indonesia, 610 
Toomey, E. 1.,414n 
Tornow, W. W., 371n 
Torrence, D. R., 315n 
Torrence, J. A., 315n 
Torres, C., 301 
Toshiba, 183, 192 
Tosi, H. 1Jr., 370n, 522n 
TotaIFinaElf,647 
Tower, S. 1214n 
Towers Perrin, 47n, 259,368,482 
Townsend, A. M., 694n 
Toyota Motors, 21, 130,477-478,542,591 
Tracey, J. B., 315n 
Tracy, K. B„ 369n 
Transit Ltd., 245 
Transocean Offshore Inc., 256 
Trans World Airlines, 513 
Traveler's Group, 72 
Travelocity.com, 14 
Trevor, C., 522n, 523n 
Trevor, 1.0., 523n 
Tricon Restaurants International, 24 
Tromley, C. 1.,40, 49n 
Trottman, M., 173 
Tsui, Anne S., 46n, 659, 661, 693n 
Tully, S., 562n 

Tung, R. 1.,48n, 318n, 648n 
Turban, D. B., 246n, 413n 
Turner, J. A, 56In 
Turque, W., 449n 
Turriff, T. W., 126, 132n 
Tversky, A., 37In 
Tyco International, 410 

Tyler, C. 1., 37In 
Tyson,L. D., 524n 

U-Haul, 436, 488 

Ulrich, D., 7, 47n, 48n, 88n, 693n 

Unih Inc., 140 

United Airlines, 172, 177, 493 
United Parcel Service, 189, 400-402, 672 
United Technologies Corporation, 336, 
392 

Ury, William 1., 595 
Usher, C. J., 387, 412n 



722 Name Index 


ValueRx, 72 

Van Buren, M. E., 252, 314n, 316n 

Vance, R. J., 315n 

VandenBos, G. R., 694n 

Vanderkam, L., 230 

Van der Meer, Roland, 369 

Van der Vegt, G. S., 170n 

Van Derven, George, 210, 212 

Van de Vliert, E., 170n 

Van Wart, M., 315n 

Vasey, J., 170n 

Vasilopoulos, N., 412n 

Velasquez, M., 49n 

Venkatesh, V, 170n 

Vennochi, J., 45In 

Verespec, M. A., 132n 

Verizon, 567, 569, 609 

Veslor, E. V., 414n 

Viant Company, 253 

Villanova, P., 330, 371n 

Villet, J., 314n 

Vinson, Michelle, 117 

Viswesvaran, C., 247n 

Vodafone, 567 

Vogel, T, 633 

Voice Processing Corporation, 300 
Volkswagen, 505 
Voos, P., 614n 

Wachter, M. L., 613n 

Wagner, EH., 695n 

Wagner, J. A., Ill, 144, 145, 524n 

Wagner, R. J., 317n 

Wagner, W. E, 237 

Wahlenheimer, Chris, 173 

Wahlquist, Richard, 321 

Waldman, D. A., 371n 

Walgreen Drugstores, 291, 435 

Walker, George, 80 

Walker, J., 88n, 170n 

Wall, T D„ 490n 

Wallace, J., 48n 

Wallis, D„ 523n 

Wal-Mart, 112, 197,436,488,508,611 
Walt Disney Company, 21, 184,230, 
244-245,476,521 
Walter, K., 411n 
Walters, R. W., 215n 
Walton, R. E., 490n, 613n 
Walton, Richard, 592 
Walz, P. M., 413n 
Wanberg, C. R., 214n 
Wanek, J. E., 41 In 
Wanous, J. P., 215n, 319n 
Wards Cove Packing Company, 110 
Ware, Carl, 230 
Warner, Adlai John, 168 
Warner-Lambert, 674 
Warr, E, 316n 
Watson, D., 450n 


Watson Wyatt Worldwide, 369, 509 

Wayne, S. J., 171n 

Weaver, D. A., 132n 

Webb, Beatrice, 571, 612n 

Webb, Sidney, 571, 612n 

Webster, Judy, 551 

WebvanGroup,18 

Wechsler, P., 213n 

Weekley, J., 315n 

Weichmann, D., 246n 

Weil, Gotshal & Manges, 521 

Weill, Sanford, 482 

Weimer, D., 425 

Weiner, S. P., 151 

Weissbein, D.A., 315n 

Weitzman, M. L., 523n 

Welbourne, T M., 452n, 524n 

Welbourne, Theresa, 688 

Welch, Jack, 397, 418-419 

Wellner, S., 45In 

WellPoint, 550 

Wells, S. J., 122 

Wells Fargo Bank, 368-369, 400 
Wendt, Cary C., 410 
Werner, J. M., 370n, 372n 
Werner, M., 151 
Wernimont, P. E, 247n 
Weslowski, M. A., 309 
Wester, J., 48n 
Westerdahl, Joyce, 685 
Western Union, 192 
Westinghouse, 433 
Wever, K. R„ 612n 

Wexley, K. N., 170n, 314n, 317n, 344, 
370n,371n, 372n, 41 In, 412n 

Weyerhaeuser Corporation, 653-654, 655 
Wheeler, H. N., 613n 
Whetton, D. A., 245n 
Whetzel, D. L., 246n 
Whirlpool Corporation, 289, 357, 656 
Whitacre, Mark, 428, 450n 
White, J. B., 54, 87n, 41 In, 562n 
Whitman, M. E., 694n 
Whitmore, M. D., 412n 
Wiatrowski, W. J., 56In 
Wicks, Pippa, 313 
Wiersma, U., 370n 
Wiese, D. S., 37In 
Wigdor, 523n 
Wigdot, A. K., 522n 
Wiggenhom, W., 313n 
Wikroff, M., 370n 
Wilbur, J. L., 413n 
Wilhelm, John C., 449 
Wilk, S. L„ 411n 
Willey, Kathleen, 115 
Williams, C. R., 214n 
Williams, Lynn, 124 
Williams, M., 49n, 246n 
Williams, R., 369n 


Willis, S. L., 694n 

Wilson, Jean, 555 

Wilson, M., 553, 562n 

Wilson Learning Corporation, 295 

Wilton Connor Packaging Inc., 563 

Wiltrakis, Jack N., 131 

Winchell, Alicia, 347 

Winter, L., 215n 

Wiscombe, J., 47n 

Withers, P., 435 

Wohl, Faith A., 447 

Wolf, J., 41 In, 435 

Wolf, S., 307 

Wolverton, T, 568, 582 

Womack, J. P., 490n 

Wong, D. T., 247n 

Woo, J., 13In, 132n 

Woodman, R., 88n 

Woodruff, D., 497 

Woods, S. B„ 317n 

Woodwell, W., Jr., 316n 

Wooldridge, B., 48n 

WR Hambrecht and Company, 472 

Wright, L., 449n 

Wright, P. M., 87n, 88n, 170n, 247n, 
370n, 653, 657, 660, 661,665, 693n 

Xerox Corporation, 18,44, 129, 167,298, 

410,602 

Yahoo!, 552 
Yamada, K., 451n 
Yates, Don, 212 
Yates, R., 647n 
Yellen, Janet L., 489n 
Yeung, A., 88n 
Youndt, M. A., 49n 
Young, J. L., 48n 
Youngblood, S., 87n 
Youst, D. B., 316n, 319n 
Yuki, G., 371n, 412n 

Zachary, G. P., 48n 

Zadi, M. A., 561n 

Zager, R., 314n, 316n 

Zandi, Mark M., 46 

Zarb, K. Vella, 230 

Zatzkis, Ralph, 130 

Zawacki, R. A., 412n 

Zedeck, S., 247n 

Zellner, W., 178, 198 

Zemke, R., 259, 314n, 315n, 414n 

Zemke, S., 315n 

Zhou, J., 45In 

Ziegler, B., 694n 

Zielinski, D., 405 

Zimmerle, D., 41 In 

Zimmerman, A., 173 

Zil'hmerman, E., 47n, 245n 

Zoia, D., 560n 



Subject Index 


Ability, 155 

low versus high, 364-365 
Ability to pay, 496 
ABRZ 2000 HR System, 676 
Absenteeism, 429 

Acceptability of performance criteria, 
334-335 


Accounting for health care costs, 557-558 
Action learning, 288-289 
Action plan, 273-274 
Action planning, 400 
Action steps, 104 
Activity level, 274-275 
Adaptability, expatriate managers, 636, 
637-638 


Adjustment, 236 
Administrative agencies, 95 


Administrative 
Administrative 
Administrative 
Administrative 
management. 
Adventure learning, 
Affective outcomes, 
Affirmative action, 
case, 118-119 
in HR planning. 
Affirmative Action 
231 


expert, 8 
function, 10 
linkage, 59 

purpose of performance 
331 

287-288 
289-290 
118-120 

194-195 

Program Guidelines, 


Affirmative action requirements, 676 
AFL-CIO,521 -522,572,575 
affiliated unions, 574 
description of, 575 
structure of, 576 
African Americans 

affirmative action, 194-195 
and cognitive ability tests, 235 
Age discrimination 
complaints, 99 
litigation over, 229-230 
Age Discrimination in Employment Act, 
94,96,98-99,229,557 
Agency costs, 495-496 
Agency shop, 577 
Agency theory, 495-496,516-517 
Agents, 495 

Aging of population, 187-188 
Agreeableness, 236 

Airline industry, impact of terrorist attack, 
177-178 


Airline security personnel, 417—418 
Albemarle Paper v. Moody, 110-112,337 
Alcoholics Anonymous, 426 
Alternation ranking, 337 
Alternative dispute resolution, 422—424, 

425 

Alternative work arrangements, 18-19 

Amalgamated Clothing and Textile 
Workers Union, 591 
American Civil Liberties Union, 242 
American Electronics Association, 320 
American Federation of State, County, and 
Municipal Employees, 608 
American Management Association, 75 
Americans with Disabilities Act, 33-34, 94, 
96, 101-102,230-231,535, 557 

evaluation of, 122 
outcomes, 120-121 

reasonable accommodation, 111, 113 

training conformed ro, 296-297 
and training experiences, 288 
types of complaints, 121 
Analytic approach, 660-662 
Another Pair of Eyes, 279 
Anticipatory socialization, 307 
Applicant recruiting and tracking, 675-676 
Appraisal policies, 659 
Appraisal politics, 361 
Apprenticeship, 282 
Arab Americans, 231 
Arbitration, 597-598 
issues, 599-600 
mandatory, 425 
Argentina, executive pay, 482 
Asian Americans, 30-31 
Asian economies, 619 
Assessment 

benchmarks, 387-388 
definition, 383 

Myers-Briggs Type Indicator, 383-384, 

385 

performance appraisals, 388-389 
self-assessment, 398—400 
Assessment center, 238, 345-346 
Assessment center exercises, 384-387 
Associate union membership, 590-591 
Attitude awareness and change programs" 
302 

Attitude surveys, 688 
Attitudinal structuring, 593 


Attribute approach to performance 
measurement 
evaluation of, 340 
graphic rating scales, 339-340 
mixed standard scales, 340, 341 
Attribution, 640 
Audiovisual instruction, 279-280 
Audit approach, 656-660 
Audits of government contractors, 104-105 
Austria, hours of work, 541 
Authorization cards, 586-587 
Automated phone response system, 671 
Automation, 160 
Automatization, 270 
Automobile industry, unionization of, 
579-580 

Autonomy, 160, 162 

Baby busters, 31 
Background checks, 217-218 
Bakke v. California Board of Regents, 97 
Balanced scorecard method, 23-26 
for incentive pay, 512 
to manage HR, 23-26 
for managerial pay, 514-515 
at Tellabs, 25 
Banding, 235,476-477 
Bankruptcies, 18 
Bargaining power, 595-598 
Bargaining structures, 591-592 
BARS; see Behaviorally anchored rating 
scales 

Baseline measures, 345 
Base salary, 641-642 
Basic skills 

cognitive ability, 266-267 
reading ability, 267-268 
Behavioral change, 428 
Behaviorally anchored rating scales, 342, 
343 

Behavioral observation scales, 342-344 
Behavioral performance measurement 
assessment centers, 345-346 
behaviorally anchored rating scales, 
342,343 

behavioral observation scales, 342-344 
critical incidents, 342 
evaluation of, 346 

organizational behavior modification, 
344-345 


723 



724 Subject Index 


Behavior-based contracts, 493 
Behavior-based diversity programs, 303 
Behavior modeling, 284 
Behavior modification 
individual, 342-344 
organizational, 344-345 
Benchmarking, 463,543 
Benchmarks, 387-388 
Benefits of training, 290 
Bennett Mechanical Comprehension Test, 
111 

Big Five personality traits, 236 

Big Three automakers, 180 

Bill of Rights, 93 

Biographical data, 233-234 

Biological job design, 161, 162-164 

Biomechanics, 163 

Birmingham, Ala., fire depattment, 

119-120 

Black Americans, 30 

Blindness, 114 

Boards of directors, 515-516 

Bona fide occupational qualification, 107 

Boomerang workers, 445, 472 

Boredom, 433 

BOS; see Behavioral observation scales 

Boundaryless careers, 379 

Brazil 

executive pay, 482 
hours of work, 541 
Breach of confidentiality, 295 
Breadth of tasks, 274-275 
Brito v. Zia, 339-340, 365 
Broad bands, 477 
Browser software, 672 
Building and Construction Trades 
Department of the AFL-CIO, 591 
Bundy v. Jackson, 116-117 
Bureau of Labor Statistics, 124, 498, 
531-532,543 

composition of labor force, 30 
on job changes, 25 
on nontraditional workers, 18-19 
Business competence, 81 
Business games, 283-284 
Business necessity defense, 110-111 
Business necessity test, 229 
Business strategy 

fit with pay level, 518-519 
for training, 256-258 
Business-to-business technology, 685 
BusinessWeek, 201, 481-482, 514 

Cafeteria-style benefit plans, 554-555 

California Housing Partnership, 273 

Call centers, 498 

CaIPERS,515 

Canada 

health care costs, 545 
hours of work, 541 
union membership, 577-578 
Canadian economy, 630-631 


Capitalist economic system, 627-628 
Career development 
plan, 401 

software for, 680-682 
Career interests, 265 
Career management system, 379 
action planning, 400 
employee use of, 402-403 
example, 400-402 
goal setting, 400 
reality check, 400 
self-assessment, 398-400 
steps and responsibilities, 399 
Career patterns, 378-379 
Career planning, 148 

expatriate managers, 638 
Careers 

benchmark measures, 387-388 
boundary less, 379 
and development, 377-379 
Career support, 396-397 
Case studies, 283-284 
Cause-and-effect diagrams, 351 
Centralization, 142 
Central tendency, 360 
CEO Academy, 410-411 
CEO compensation, 481 -482 
Chamber of Commerce, 575 
Change agent, 8-9 
Checkoff provision, 577 
Child care, 541-542 
China, HRM in, 657 
CIO Magazine, 205 
Circadiaan rhythms, 150 
Civil Rights Act of 1964,229,231; see 
also Title VII 

Civil Rights Act of 1991,94,95,96, 
100-102, 109,229,376 

Civil Rights Acts of 1866/1871,96, 

97-98 

Civil Service Reform Act of 1978,608 
Classified ads, 202 
Classroom instruction, 278 
Client-server architecture, 672 
Climate for transfer, 272-273 
Clinton administration, 95, 601 
Closed shop, 577 
Coaching, 398 

dysfunctional managers, 408 
CODAP method, 155 
Codetermination right, 627 
Cognitive ability, 266-267 
Cognitive ability tests, 235-238 
Cognitive outcomes, 289-290 
Collaborative learning, 382 
Collective bargaining; see also Labor 
contract entries 
contract provisions, 573 
legal framework, 583-586 
Wisconsin legislation, 608 
Collective bargaining system, 569 
Collective cultures, 621 


College recruiting, 203-204 
Colombia, 633 

Columbia University Global Leadership 
Program, 381 

Commission for the Verification of 
Corporate Codes of Ethics, 611 
Commission on the Future of Worker- 
Management Relations, 601, 603 
Communication 

in compensation management, 475 
and cultural differences, 623-625 
in employee benefits, 552-556 
in expatriate transition, 644 
across language barriers, 640 
in pay programs, 517 
retirement plans, 538-539 
Communications Workers of America, 

194,521,567-568,569,582 
Communities of practice, 271 
Companies 

balanced scorecard method, 23-26 
changes in employment relationship, 
18-19 

competitive environment, 54 

concentration strategy, 256-257 

cultural synergy, 635 

directional strategies, 71-74 

disinvestment strategy, 256-257 

domestic, 630-632 

dot-com, 15 

effectiveness,S 

emergent strategies, 80 

employee relationship changes, 18-19 

ethical, 35 

external growth strategy, 256-257 
generic strategies, 55, 70 
intended strategies, 79-80 
internal growth strategy, 256-257 
international, 632-633 
knowledge-based, 17, 171 
learning organizations, 80 
level of global participation, 634-635 
management of expatriates, 635-645 
managing diversity, 31-33 
mission statement, 62 
multinational, 633-634 
steady-state vs. diversified, 69 
structural changes, 37-38 
succession planning, 406-408 
support for training, 256-258 
total quality, 27 
total quality practices, 27 
training resources, 258-260 
transnational process, 635 
Comparable worth issue, 483-485 
Campa-ratio, 472-473, 500-501 
Comparative performance measurement 
evaluation of, 338-339 
fOrced distribution, 337-338 
paired comparisons, 338 
ranking, 337 

Compensable factors, 466 



Subject Index 725 


Compensation; see also Pay structure 
customer satisfaction measure, 658 
of expatriate managers, 635, 640-642 
international, 683 
salary planning, 684 
salary surveys, 684 
software applications, 682-684 
for trainees, 294 
Compensation management 
communication, 475—476 
employee participation, 474-475 
and equity theory, 459-460 
monitoring costs, 472—473 
Compensation plans, 43 
Compensation systems; see also Employee 
benefits 

agency theory, 495-496 
case, 457 

and cultural differences, 623 
and economic systems, 628-629 
and equal employment opportunity, 
483-485 

executive pay, 463-465 
expectancy theory, 495 
fit with business strategies, 518-519 
lead-the-market strategy, 197-198 
new technologies for, 687 
reinforcement theory, 494 
stock option plans, 197-198 
Compensatory damages, 101 
Competency-based pay, 477—479 
Competition 

through globalization, 73 
in global markets, 24 
in high-performance work systems, 58, 
78-79 

in HR practices, 22-23 
for labor, 16 

by meeting stakeholder needs, 64 
in new economy, 13-20, 77 
strategic decisions about, 57-58 
using older workers, 100 
Competitive advantage 
case, 177-178 

emergent strategies, 78—80 
enhancing, 80-81 
HR role, 78-82 
in labor market, 178 
in labor relations, 69-70 
in low-skill jobs, 141 
from managing diversity, 32, 33 
and performance appraisals, 326 
Competitive environment, 54 
Competitiveness, 5 

in high-performance work systems, 37 
reason for downsizing, 186 
and skills gap, 18 
Compliance officers, 123-124 
Comprehension, 640 
Comprehensive Omnibus Budget 
Reconciliation Act, 684 
Compromise, 551 


Concentration strategy, 72, 256-257 
and pay level, 518 
Concurrent engineering team, 288 
Concurrent validation, 223-224 
Conference Board, 72 
Conflict resolution, 602 
Congessionallegislation,97-102 
Conscientiousness, 236-237 
Consequences of training, 260-261 
Consolidated Omnibus Budget 
Reconciliation Act of 1985, 535 
Consulting firms, 259 
Consumer markets, 178 
Content-validation ratio, 225-226 
Content validity, 333 
Continuous learning, 251 
Contract compliance, 104-105 
Contract negotiations; see Labor contract 
negotiations 
Contrast errors, 360 
Control charts, 351-352 
Coordinating role, 36-37 
Coordination 

and cultural differences, 623-625 
training, 288 

Copyright protection, 295 
Cornell University School of Industrial 
Labor Relations, 592-593 
Corporate campaigns, 591 
Correlation coefficient, 219 
Cost-benefit analysis 
process redesign, 668 
for training programs, 293-294, 
660-662 

Cost-competitive process, 58 
Cost control 

factors in, 543 
health insurance, 544-549 
programs and prospects, 553-555 
staffing expenses, 549 
Cost leadership strategy, 70 
Cost-of-living allowance, 642 
Court cases 

Albemarle Paper v. Moody, 110-112, 
337 

Bakke v. California Board of Regents, 

97 

Brito v. 2ia, 339-340,365 
Bundy v. Jackson, 116-117 
Griggs v. Duke Power, 109, 111 
mandatory arbitration, 425 
Manhart ruling, 557 
McDonnell Douglas Corporation v. 
Green, 107-108 

Meritor Savings Bank v. Vinson, 117 
Patterson v. McLean Credit Union, 
97-98 

Steelworkers' Trilogy, 599 
UAW v. Johnson Controls, 107 
Wards Cove Packing Co. v. Atonia, 95, 
110 

Court system, 95 


Coworkers 

benefits, 438 

source of performance information, 

356 

Craft unions, 572-574, 591-592 
Criminal background checks, 239 
Criterion-related validity, 222-225 
Critical incidents approach, 342 
Critical success factors, 333 
Cross-cultural preparation 
definition, 297 
on-site phase, 299 
predeparture phase, 299 
repatriation, 299-300 
steps, 297-298 
Cross-cultural skills, 636 
Cross-cultural training, 639-640 
Cross-training, 288 
Crowding hypothesis, 483 
Cultural differences, 126-127 
in human capital, 626 
types of, 621-625 
Cultural dimension scores, 622 
Cultural diversity programs, 623-625 
Cultural immersion, 303 
Cultural synergy, 635 
Culture 

definition, 621 

and economic systems, 627-629 
Hofstede's dimensions, 621-625 
implications for HRM, 623-625 
importance for HRM, 621 
individualism index, 624 
and international companies, 632-633 
and multinationals, 634 
wealth index, 624 
Culture points, 332 
Culture shock, 642-645 
Customer needs, 654-656 
Customer orientation, 653-656 
Customers 

need for quality, 26-29 
source of performance information, 
357-358 

Customer satisfaction 

and employee satisfaction, 418 
Customer satisfaction measures, 652-659 
Czech Republic, hours of work, 541 

Darden Business School, 284 
Databases, 38-39, 672-673 

master employee database, 676-678 
Data-entry relationship diagrams, 668 
Data-flow diagrams, 668 
Davis-Bacon Act of 1931, 486 
Dead-end jobs, 417 
Deadwood, 365 
Decertification of unions, 587 
Decision making 

with compensation and benefits 
software, 684 

HR planning software for, 679 



72 6 Subject Index 


Decision making-Cont. 

performance management software for, 
680 

staffing software for, 678 
training and development software for, 
681-682 

Decision support systems, 670 
Defamation, 295 
Defendant's rebuttal 

in disparate impact, 110-111 
in disparate treatment, 107 
Defined benefit plans, 536 
Defined contribution plans, 536 
Dejobbing, 156 
Delayering, 476-477 
Demand forecasts, 180 
Demographics, 549-550 
Departmentalization, 142 
Department of Justice, EEOC, 103-104 
Department of Labor, 121, 158,601 
Employment Standards 
Administration, 99, 486 
Wage and Hour Division, 486 
Depression Awareness Recognition and 
Treatment program, 433 
Design, 640 
Development, 68 

approaches to, 379-398 
assessment, 383-389 
formal education programs, 

380-383 

interpersonal relationships, 

395-398 

job experiences, 390-395 
career plan, 401 
and careers, 377-379 
compared to training, 377 
customer satisfaction measure, 659 
expatriate managers, 638-640 
at First USA Bank, 375-376 
glass ceiling problem, 403-406 
Intranet use, 403 
managers with dysfunctional 
behaviors, 408 

for marginal employees, 364-365 
new technologies for, 687-688 
and performance management, 

331-332 

related to commitment, 376 
software for, 680-682 
succession planning, 406-408 
Development costs, 294 
Development planning system, 379, 

398-403 

Dictionary of Occupational Titles, 158 
Diesel Workers Union, 188 
Differential subgroup validity, 227 
Differentiation strategy, 70, 71 
Direct applicants, 200-201 
Direct costs, 290, 294 
Directional strategies 
concentration, 72 
external growth, 71-72 


Directional strategies-Cont. 
internal growth, 72 
mergers and acquisitions, 72-74 
Disability 

blindness, 114 
defining, 120-121 
and employee benefits, 557 
lower back, 126 

and reasonable accommodation, 113 
Disability income, 534-535 
Disability insurance, 535-536 
Discharge grievance, 599 
Discipline program, 422 
Discoverer Enterprise, 257 
Discrimination 

against Arab Americans, 231 
based on genetic makeup, 34 
case, 129-131,230 
disparate impact, 108-111 
disparate treatment, 105-108 
and employee benefits, 556-557 
investigation and resolution, 103 
racial, 91-92, 97 

reasonable accommodation, 111-113 
religious complaints, 112 
and retaliation, 113-115 
U. S. leadership in ending, 627 
Discrimination suits, 365-366 
Discriminatory information, 296 
Disinvestment strategy, 256-257 
Disparate impact, 108-111 
Disparate treatment, 105-108 
Distance learning, 278-279 
Distributed practice sessions, 270 
Distributional errors, 360 
Distributive bargaining, 592-593 
Diversified companies, 69 
Diversity, 94-95 

and affirmative action, 118-120 
case, 230 

of labor force, 30-33 
Diversity training 

attitude awareness and change, 302 
behavior-based programs, 303 
cultural immersion, 303 
Divisional structure, 144-146 
Domestic companies, 630-632 
Dot-com companies, 15 
downsizing, 93 
Downsizing, 74-77 

at Cisco Systems, 77 
company layoff examples, 74 
at Delta, 76-77 
dot-com companies, 74, 93 
effects on desired outcomes, 75 
and employee morale, 76 
failure at Bell Atlantic, 194 
failure of efforts, 187 
reasons for, 185-187 
and temporary workers, 189 
Downward moves, 393-394 
Driver training, 279 
Drug store franchises, 435 


Drug tests, 238-239 
Due process policies, 198-199 
Duke University Fuqua School of 
Business, 381 
Dunlop Commission, 601 
Duty of fair representation, 598-599 
Dysfunctional behaviors, 408 


Early retirement, 75-76 
Early retirement programs, 187-198,539 
E-business technology, 685 
Economic downturns, 18, 306; see also 
Recessions 

value of stock options in, 508, 509 
Economics courses, 592-593 
Economy; see also New economy 
structural changes in, 577-578 
structure of, 16-17 

Education, global perspective, 625-626 
Educational attainment, 18 
Education allowance, 642 
EEO-1 report, 676, 677 
EEOC; see Equal Employment 
Opportunity Commission 
Efficiency wage theory, 463 
Elastic demand, 462 
E-learning, 285-287 
case, 312-313 
learner control, 286 
at Merrill Lynch, 286 
repurposing, 286-287 
Electronic businesses, 14-15 
Electronic HRM, 38-39 
Electronic learning, 382 
Electronic performance support systems, 
275 

Electronic recruitment, 204-206 
Emergent strategies, 78-80 
Employee advocate, 8, 10 
Employee assistance programs, 424-426 
Employee benefits, 43, 69 

age, gender, and disability rules, 557 

cafeteria-style plans, 553-555 

case, 559-560 

child care, 541-542 

complexity, 529 

costs, 528 

customer satisfaction measure, 658 
employer objectives and strategies, 
543-556 


communication, 552-556 
cost control, 544-549 
nature of workforce, 549-552 
surveys and benchmarking, 544 
for expatriates, 642 
Family and Medical Leave Act, 
540-541 

and FAS No. 106,557 

flexible plans, 553-555 

flexible spending accounts, 555-556 

group cost advantage, 531 

health insurance, 550 

impact of unions, 531 
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Employee benefits-Cont. 

institutionalization of, 529 

kinds of, 683-684 

legal compliance, 528 

New Deal legislation, 529-531 

nondiscrimination rules, 556-557 

overview, 531-532 

pay for time not worked, 540 

private group insurance 

disability insurance, 535-536 
medical insurance, 535 
reasons for growth, 529-531 
retirement plans, 536-539 
Social Security, 532-533 
software applications, 682-684 
source of job dissatisfaction, 438-439 
tax treatment, 529-531 
unemployment insurance, 533-534 
union effect on, 604 
unique aspects, 528-529 
workers' compensation, 534-535 
and World War II, 529 
Employee development; see Development 
Employee drug use, 240 
Employee-initiated grievance, 599 
Employee injury, 294-295 
Employee involvement programs, 600-603 
Employee retention, 25 
strategy, 20 

Employee Retirement Income Security 
Act, 94, 536, 538-539 
Employees 

alternative work, 18-19 
boomerang workers, 445, 472 
career job changes, 25 
codetermination right, 627 
commitment and development, 376 
constraints on performance 
management, 329 
counterproductive, 418-419 
courses in economics, 592-593 
customers of HR function, 658-660 
and downsizing, 74-77 
empowering, 17,36-37 
exit mechanisms, 604 
factors influencing learning, 260 
finding and keeping, 20-21, 74-77 
flexible work schedules, 18-19 
in high-performance work systems, 
35-36 

high-potential, 406-408 
impact of downsizing, 187 
as independent contractors, 549 
influence of pay programs, 494-497 
intellectual capital, 17 
international assignments, 23, 24 
international types, 629-630 
job analysis and design, 68 
job changes, 25 
job security, 34, 45-46 
knowledge workers, 17 
in learning environment, 268-272 
lessons from job demands, 390-391 


Employees-Cont. 
marginal,364-365 
monitoring performance and 
productivity, 679-680 
monitoring skills, 38 
morale after downsizing, 76 
in new economy, 18-19 
noncompete contracts, 431 
nontraditional workers, 18-19 
older workers, 100 
participation in pay decisions, 
474-475,516-517 
pay discussion policies, 461 
pay for contributions of, 498-513 
perceptions of benefit costs, 553 
performance feedback, 362 
performance management, 68-69 
problems with supervisors, 354-355 
psychological constraint, 18 
psychological contract, 18,378 
psychological success, 378 
readiness for training, 264-268 
reasons for joining unions, 586 
recruitment and selection, 68 
resistance to performance appraisal, 

326 

as resource, 462-463 
retention rates, 418 
role behaviors, 70-71 
roles, 434-435 
self-fulfillment, 31 
self-reports, 439 
seniority, 604-605 
social pay comparisons, 459-460 
temporary workers, 189-191 
tensions with temps, 190 
training and development, 68 
trust gap, 481-482 
union authorization cards, 586-587 
view of discipline, 421-422 
voice mechanisms, 604 
voicing complaints, 444 
whistle-blowing, 428 
work teams, 36, 37 
worldwide recruitment, 39 
Employee safety 

exposure control plan, 123 
OSHA, 121-125 

safety awareness programs, 125-127 
Employee stock ownership plans, 508-510, 
537 

Employee survey research, 441-445 
Employee theft, 240 
Employee turnover; see Separation; 
Turnover 

Employee wellness programs, 546-548, 

551 

Employers 

child care facilities, 542 
early retirement programs, 539 
employee involvement programs, 
600-603 

experience ratings, 534, 543 


Employers-Cont. 

managing employee benefits, 

543-546 

methods of opposing unions, 588-591 
resistance to unions, 578-581 
unfair labor practices, 584-585 
and union organizing campaigns, 

588-591 

Employment agencies 
electronic, 204-206 
executive search firms, 203 
private, 202-203 
public, 202 

for temporary workers, 190 
Employment-at-will, 198-199, 419 
Employment contract, 425 
Employment in new economy, 18-19 
Employment interviews, 232-233 
Employee stock ownership plans, 508-510 
Empowerment, 17, 36-37 
Encounter phase, 308 
Enron collapse, 197-198 
E-pulse, 688-689 
Equal employment opportunity 
affirmative action, 118-120 
congressional legislation, 97-102 
constitutional amendments, 97 
customer satisfaction measure, 658 
definition, 95 
enforcement of, 102-105 
executive orders, 102 
major laws and regulations, 96 
and pay structure, 483-485 
and retaliation, 113-115 
reverse discrimination, 118-120 
Equal Employment Opportunity 
Commission, 94, 676 
affirmative action, 119-120 
age discrimination complaints, 99 
and Arab Americans, 231 
definition of sexual harassment, 116 
functions, 103-104 
and managing diversity, 303-304 
racial harassment cases, 129-131 
and sexual harassment, 115-118 
Equal employment opportunity laws, 
300-302 

Equal Pay Act of 1963,96,98,483 
Equal protection clause, 93 
Equal treatment of trainees, 296 
Equipment, 140 
Equity theory, 459 
Ergonomics, 163, 696-697 
Error prevention, 143 
Ethics, 34-35 
Euro, 646 
Europe 

stock options in, 497 
union membership, 606-608 
vacation days, 540 

European Economic Community, 607, 619 
Charter, 627 

introduction of euro, 646 
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Evaluation designs 

factors in selecting, 292-293 
posttest only, 292 
pretest/posttest, 292 
pretest/posttest with comparison group, 
292 

time series, 292 

Executive branch of government, 94-95 
Executive Order 10988, 608 
Executive order 11246, 94, 96, 102, 
194-195,231 

Executive order 11478, 102 
Executive orders, and OFCCp, 104-105 
Executive pay 

case, 464-465, 520-522 
criteria for, 514-516 
national comparisons, 482 
Executive search firms, 203 
Executive training, 380-383 
case, 410-411 
Exempt occupations, 486 
Exit mechanisms, 604 
Exit rate data, 678 
Expatriate managers, 629 
adaptive skills, 636 
average compensation, 635 
compensation, 640-642 
cross-cultural preparation, 297-300 
definition, 297 

eased transition to assignments, 298 
failure rate, 23 
impact of terrorism, 644 
international assignment allowance 

form, 643 

interview worksheet, 637-638 
management of, 635-645 
reacculturation, 642-645 
repatriation, 299-300 
selection of, 636 

training and development, 638-640 
virtual, 298 

Expectancy theory, 495 
Experience-based situational interviews, 

232-233 

Experience ratings, 534, 543 

Expert systems, 670, 674-675 

Exposure control plan, 123 

External analysis, 61 

External equity, 471 

External equity pay comparisons, 460 

External growth strategy, 71-72, 

256-257 

Extemallabor force, 30 
External labor market, 30 
External recruiting, 196-197, 200 
Externships, 394-395 
Extrinsic motivation, 495 
Extroversion, 236-237 
Extroverts, 383, 385 
Eye injuries, 126 

Fact finder, 597 

Fair Labor Association, 610 


Fair Labor Standards Act, 98, 436-437, 
485-486,549,627 
Fairness, 459 
Fake jobs, 205 

Families and Work Institute, 448 
Family and Medical Leave Act, 540-541 
Family considerations, expatriate managers, 
637 

Family-friendly policies, 540-542 
Fast-food industry, 24 
Federal Labor Relations Authority, 608 
Federal Mediation and Conciliation 
Service, 597 

Feedback; see also Performance feedback 
in learning environment, 271 
from recruiters, 209 
from training, 260-261 
Feeling preference, 383 
Feminine culture, 622 

Financial Accounting Standards Board, 521 
Statement 106, 557 
Financial considerations, expatriate 
managers, 638 
Fitness facilities, 547, 551 
Fleishman job analysis system, 155, 156, 

157 

Flexible benefit plans, 553-555 
Flexible spending accounts, 555-556 
Flexible work schedules, 18-19 
Focus groups, 668 

Food and Drug Administration, 333 
Forced distribution, 337-338 
Forced ranking system, 325-326, 337-338 
Forecasting 

labor demand, 180 
labor market, 179-182 
labor supply, 180-182 
labor surplus, 182 
methods, 179, 180 
software for, 678 

Foreign Corrupt Practices Act, 239 
Foreign direct investment, 626 
Foreign nationals, 239 
Formal education programs, 380-383 
electronic learning, 382 
institutions for, 381 
Fortune, 237,327 
Fortune 500 companies, 59, 82 
Four-fifths rule, 109 
401 (k) plans, 527-528, 537 
at Enron, 197-198 
Fourteenth Amendment, 93, 97 
Frame of reference, 430 
Frame-of-reference training, 360 
France 

aversion to layoffs, 646-647 
executive pay, 482 
health care costs, 545 
Free riders, 577 

Functional structure, 142-144, 146 

Future Management Program, 379-380 
Future-oriented situational interviews, 

232-233 


Gainsharing programs, 510-511, 517 
characteristics, 499 
Gender stereotyping, 91 

General Agreement of Tariffs and Trade, 620 

General Aptitude Test Battery, 153 

General duty clause, 122-123 

Generalizability, 226-227 

Generation X, 378 

Generation Y, 31 

Generic strategies, 55, 70 

Genetic testing, 34 

German apprenticeship programs, 282 

Germany 

employee code termination right, 627 
executive pay, 482 
health care costs, 545 
hours of work, 541 
labor costs, 480 
workers' councils, 608 
Getting to Yes (Fisher & Ury), 595 
Glass ceiling, 34, 403-406, 485 
Global challenge, 21-23, 41-42 
Global companies, 634-635 
Globalization 

competing through, 73 
current changes 

Asian economies, 619 
European Economic Community, 

619 

GATT, 618-620, 620 
NAFTA,619 
current scope of, 618 
effects on HRM, 620-629 
levels of company participation, 

630-635 

and pay structure, 473-474 
terminology, 629-630 
and terrorism, 617 
types of employees, 629-630 
and union membership, 607-608 
Global labor market, 21 
Global markets 

competitiveness in, 22-23 
development of, 21-22 
fast-food industry, 24 
international assignments, 23, 24 
managing expatriates, 635-645 
Goals, 70-71 

awareness of, 265 
in HR planning, 183-193 
and timetables, 104 
Goal setting, 400 
Government regulation 

age, gender, and disability issues, 557 
of employee benefits, 528 
family-friendly policies, 540-542 
monitoring future benefits obligations, 
557-558 

nondiscrimination rules and qualified 
plans, 556-557 
of pay system, 483-486 
required social insurance programs, 

532-535 
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Government regulation—Cont. 

of retirement plans, 536, 538-539 
and selection methods, 229-231 
substitute for unions, 582 
Graphic rating scales, 339-340 
Graveyard shift, 150 
Great Depression, 529, 583 
Grievance procedures, 598-600 
Griggs v. Duke Power, 109, 111 
Group-building methods, 286 
Group grievance, 599 
Group health insurance, 535 
Group incentive plans, 511-512 
Group insurance plans, 531 
Group mentoring programs, 397 
Groupware, 675 
Growth opportunities, 160 

Growth rate data, 678 
Growth strategies 
external, 71 
internal, 72 
by mergers, 72-74 
pay level with, 518-519 
Guerrilla groups, 633 
Guided self-learning, 309-310 

Halo errors, 360 
Hands-on training 

action learning, 288-289 
adventure learning, 287-288 
apprenticeship, 282 
behavior modeling, 284 
business games and case studies, 
283-284 

E-learning, 285-287 
group-building methods, 287 
interactive video, 284 
on-the-job training, 280-282 
self-directed learning, 281-282 
simulations, 282-283 
team training, 288 
virtual reality, 283 
Harvard University 

Advanced Management Programs, 383 
Business School, 284 
Headhunters, 203 
Health care benefits, 550 
Health care costs 

accounting for, 557-558 
control of, 544-549 
national comparisons, 545 
Health Care Financing Administration, 

548 

Health education programs, 547 
Health maintenance organizations, 

545-546 

Health of expatriate managers, 637 
Herzberg's Two-Facror theory, 162 
Highjacking, 633 

High-leverage training strategy, 251-253 
High-performance work system 
and company structure, 37-38 
competing through, 58 


High-performance work system—Cont. 
competitiveness in, 39-40 
definition, 35 
electronic HRM, 38-39 
employee work roles, 35-36 
HR information systems, 38 
management work, 36-37 
at Motorola, 78-79 
skill requirements, 35-36 
work teams, 36, 37 
High-potential employees, 406-408 
High-tech industries, and unionization, 
582 
Hiring 

EEOC guidelines, 103 
EEOC monitoring, 103 
foreign nationals, 239 
Hiring quotas, 91-92, 104 
Hispanics, 30-31 
Histograms, 352-353 
Holiday pay, 540 
Home pages, 672 
Honesty tests, 238-239 
Horns errors, 360 
Host country, 629 
Host-country nationals, 629 
Hostile working environment, 117 
Hours of work, 549 
expanded, 193 
national comparisons, 541 
House of Representatives, 94 
HR Magazine, 12 
Hudson Institute, 115 
Human capital 
definition, 625 

and economic systems, 627-629 
and foreign direct investment, 626 
global perspective, 625-626 
Human factors literature, 164 
Human resource environment, 42 
Human resource accounting, 660-662 
Human resource competencies, 81-82 
Human resource departments 
administrative expert, 8 
case, 651 
change agent, 8-9 
employee advocate, 8 
identifying products of, 654 
reengineering, 666-667 
responsibilities and roles, 6-9 
strategic partner, 8 
Human resource environment, 42 
Human resource function 
administrative role, 10 
at American Express, 10-11 
at Bank of America, 10 
benefits of, 656 
case, 691-693 
change agent, 8-9 
changes in, 9-11 
compensation plan, 43 
for competitive advantage, 78-82 
current technologies, 670 


Human resource function—Cont. 

customer-oriented approach, 653-656 
customer satisfaction measures, 

652-659 

employee advocate, 10 
employee benefits, 43 
evaluating effectiveness 

analytic approach, 660-662 
audit approach, 656-658 
evolution of, 652 

finding and keeping best employees, 
20-21,74-77 

improving effectiveness, 662-675 
with new technologies, 670-675, 
684-689 

by outsourcing, 664-666, 667 
by process redesign, 666-670 
by restructuring, 663-664 
job analysis and design, 68 
and joint ventures, 43 
kinds of activities, 652, 653 
labor relations, 69-70 
and labor unions, 43 
at MC! WoridCom, 10 
menu of options, 67 
outsourcing, 10 

performance management, 68-69 
practice development, 10-11 
recruitment and selection, 68 
at SAP, 84-86 
self-service, 10 

strategic business partner, 10-11 
in strategic management, 60 
strategic management of, 652-656 
in strategic management process, 53 
structural realignment, 664 
training and development, 68 
workforce strengths and weaknesses, 63 
Human resource information system, 38 
Human resource management, 5-6 
activities, 652-653 
adding value to business, 654 
balanced scorecard method, 23-26 
best practices, 69-70 
competitive challenges, 12-40 
finding/keeping best employees, 
20-21 

global markets, 21 -23 
high-performance work systems, 
35-40 

meeting, 41-42 

meeting stakeholder needs, 23-35 
new economy, 13-20 
at Container Store, 3-4 
at Delta, 53-54 
downsizing challenges, 75 
at Eastman Kodak, 3 
effects of globalization, 620-629 
culture, 621-625 
economic systems, 627-629 
education and human capital, 
625-626 

political-legal systems, 626-627 
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Human resource management—Cont. 
ethical considerations, 34-35 
evaluating merger opportunities, 73-74 
global challenge, 41-42 
in global context 

levels of company participation, 
630-635 

managing expatriates, 635-645 
types of employees, 629-630 
at IBM, 135-136 

implications of culture for, 623-625 
legal environment, 92-93 
and legislation/litigation, 33-34 
linkages with strategic management, 
57-58 

measuring effectiveness, 656-662 
meeting competitive challenges, 

41-43 

meeting customer needs, 654-656 
at Multex.com, 15 
at NetFolio, Inc., 15 
pay structure, incentives, and benefits, 
69 

practices in total quality companies, 

27 

role in China, 657 
role in strategy formulation, 58-60, 
63-65 

service centers, 663-664 
and service occupations, 16-17 
software applications, 675-684 
stakeholder challenge, 41-42 
total quality practices, 27 
transnational scope, 634-635 
and union avoidance, 582 
at Walt Disney Company, 244-245 
Human resource planning 

affirmative action, 194-195 
downsizing, 185-187 
early retirement programs, 187-189 
expanding worker hours, 193 
forecasting, 179-182,678 
goal setting, 183-193 
implementation and evaluation, 

192-194 

and job analysis, 147 
outsourcing, 192-193 
overtime, 193 

software applications, 678-679 
strategic planning, 183-193 
succession planning, 678 
temporary workers, 189-191 
workplace dynamics analysis, 679 
workplace profile analysis, 679 
Human resource professionals 
challenges facing, 12-40 
competencies, 81-82 
importance of job analysis, 147 
salaries, 689 

salaries and training, 11-12 
skills needed, 9 

Human resource recruitment, 195; see also 
Recruitment entries 


Human resources, 53 

acquiring and preparing, 42-43 
assessing value of, 227-229 
balanced scorecard method, 23-26 
compensation for, 43 
finding and keeping best employees, 
20-21 

needs in strategic types, 70-71 
Human skills, 140-142 

Illegal medical examination, 231 
Imaging, 674 
Immigration, 31 

hiring foreign nationals, 239 
Impairment tests, 242 
Impasse resolution, 595-598 
Impasses, 595-598 
In-basket simulation, 386 
Incentive pay 
case, 493 

characteristics, 499 
gainsharing, 510-511 
group plans, 511-512 
individual,504-506 
ownership plans, 508-510 
profit sharing, 506-508 
stock options, 497 
Incentives, 69 

Incompatible goals and time horizons, 

550 

Independent contractors, 549 
Indexed stock options, 520-522 
Indirect costs, 290, 294 
Individual Coaching for Effectiveness 
Plan, 408 

Individual incentive pay, case, 505 
Individualism/collectivism, 621 
Individualism Index, 624 
Industrial relations model, 569-570 
Industrial Relations Systems (Dunlop), 568 
Industrial unions, 572-574, 591-592 
Information Technology Association of 
America, 46 

Information Technology Association of 
Canada, 630 
Initiative 

of expatriate managers, 637 
Inpatriate managers, 634 
Inputs 

for work, 140-142 
Inquisitiveness, 236 
Institute for Ergonomics, 697 
Instructional design process, 253-254 
Instructional events, 269 
Insurance risk, 531 
Integrated facilities, 586 
Integration competence, 82 
Integrative bargaining, 593 
Integrative linkage, 60 
Integrity test, 240 
Intellectual capital, 17 
Intelligence tests, 235-238 
Intended strategies, 79-80 


Interactional justice, 421 
Interactive learning modules, 382 
Interactive video, 284 
Interactive voice technology, 671 
Internal analysis, 61 
Internal consistency reliability, 334 
Internal equity, 471 
Internal equity pay comparisons, 460 
Internal growth strategies, 72, 256-257 
Internal labor force, 30 
Internal recruiting, 196-197, 200 
Internal Revenue Service, 549 
International assignment allowance form, 
643 

International assignments, 23, 24 
International Association of Machinists, 
575,604-606 

International Brotherhood of Electrical 
Workers, 567 

International companies, 632-633 
International compensation, 683 
International Monetary Fund, protests 
against, 141 

International Organization for 
Standardization, 29 

International Standard Book Number, 29 
International unions, 572-575, 606-608 
Internet 

consumer reaction, 14 
e-businesses, 14-15 
HR uses, 671-672 
job postings, 39 

Internet-based training, 687-688 
Interpersonal relationships 
coaching, 398 
mentoring, 395-397 
Interrater reliability, 334 
Interviews, 232-233 

assessment center, 384-386 
Interview worksheet, 637-638 
Intranet, for career development, 403 
Intraorganizational bargaining, 594 
Intrinsic motivation, 495 
Introverts, 383, 385 
Intuitives, 383 

Involuntary turnover management, 

419-427 

alternative dispute resolution, 

422-424 
case, 424 

employee assistance programs, 

424-426 

outplacement counseling, 426-427 
principles of justice, 420-422 
progressive discipline, 422 
ISO 9001 standard, 29 
ISO 9000:2000 standards, 26, 29 

Japan 

executive pay, 482 
health care costs, 545 
hours of work, 541 
lifetime employment, 183 
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Job analysis, 68 

dynamic elements, 155-157 
importance to HRM, 147-148 
importance to line managers, 148 
and organization structure, 146 
origin of, 147 

performance measures criteria, 

332-336 

ratings vs. performance, 152 
Job analysis information 
nature of, 148-149 
sources, 149-152 
Job analysis methods, 152-155 

Fleishman system, 155, 156, 157 
Position Analysis Questionnaire, 

153-155 

task analysis inventory, 155 
Job applicants; see Recruitment entries; 

Selection entries 

Job-based pay structure problems 
banding, 476-477 
delayering,476-477 
skill-based pay, 477-479 
Job changes, 25 
Job Characteristics Model, 162 
Job demands, 390-391 
Job description, 148-149 
Job Descriptive Index, 439, 440 
Job design, 68, 157-165 

biological approach, 161, 163-164 
definition, 159 

mechanistic approach, 159-162 
motivational, 160, 162-163 
perpetual-motor approach, 161, 164 
team-based redesign, 143 
trade-offs among approaches, 164 
Job design interventions, 162-163 
Job dissatisfaction 
case, 446-449 
core self-evaluation, 432 
negative affectivity, 430-432 
and noncompete contracts, 431 
pay and benefits, 438-439 
personal dispositions, 430-433 
and process of job withdrawal, 

427-430 

psychological disengagement, 429-430 
role ambiguity, 436 
role conflict, 436 
role overload, 436 
role underload, 436 
supervisors and coworkers, 438 
tasks and roles, 433-438 
whistle-blowing, 428 
Job enlargement, 162,392 
Job enrichment, 162,434 
Job evaluation, 164-165,466 

and comparable worth issue, 483-485 
conflict with market pay survey; 471 
and job analysis, 148 
in market pay survey, 467-468 
position refete nee guide, 478 
software, 682-683 


Job experiences, 390-395 

downward moves, 393-394 
externships, 394-395 
job demands, 390-391 
job enlargement, 392 
job rotation, 392, 393 
promotions, 393-394 
sabbaticals, 395 
transfers, 392-393 
uses for development, 391-392 
Job feedback, 160 
Job hazard analysis techniques, 125 
Job hazards, 125-126 
Job involvement, 429 
Job openings, 16 
Job performance, 495 

and selection measures, 225 
Job performance tests, 238 
Job preview, 307 
Job programmability, 496 
Job redesign, 159, 164 
case, 167-169 
team-based, 143 
Job rotation, 392, 393, 434 
Jobs 

broad bands, 477 
compensable factors, 466 
dead-end, 417 

exempt vs. nonexempt, 486 
fake listings, 205 
graveyard shift, 150 
key and nonkey, 465-466 
lost to overseas workers, 141 
low-skill, 141 

during military service, 476 
shift differentials, 197 
telework, 151 
for 21st century, 158 
Job satisfaction 
case, 446-449 

and core self-evaluation, 432 
employee research survey, 441-445 
and job withdrawal, 430 
measuring and monitoring, 439-441 
over time, 441-442 
Job security, 34 
case, 45-46 
Job shifts, 186 
Job simplification, 160 

Job specialization, 160 

Job specification, 150, 159 
Job structure, 458 

job evaluation, 466 
point-factor system, 466-467 
Job transition, 407 
Job withdrawal process, 427-430 
behavior change, 428 
and job satisfaction, 430 
physical withdrawal, 428 
psychological withdrawal, 429-430 
Joint ventures, 43 
Judging preference, 384 
Judicial branch of government, 95 


Justice 

interactional, 421 
principles of, 420-422 
procedural,420-421 

Key jobs, 465-466 
Key personnel, 418 
Kidnapping, 633 
Knowing how/why, 378 
Knowledge, creating and sharing, 252-253 
Knowledge, skills, abilities, and other 
characteristics, 149, 150, 155 
Knowledge workers, 17 
KSAOs. see Knowledge, skills, abilities, 
and other characteristics 

Labor contract administration 

grievance procedures, 598-600 
new labor-management strategies, 
600-603 

Labor contract negotiation, 591-598 
alternatives to strikes, 597-598 
bargaining power, 595-596 
bargaining structures, 591-592 
impasse resolution, 595-598 
impasses, 595-598 
management preparation, 594-595 
process, 592-594 
stages and tactics, 596 
willingness to take a strike, 596 
Labor contracts, multiple, 586 
Labor costs 

components, 462 
country differences, 480 
and efficiency wage theory, 463 
employee benefits, 528 
in market pay survey, 463-464 
pay for time not worked, 540 
upper bound, 462 
and work teams, 36, 37 
Labor demand forecasting, 180 
Labor force 

competitiveness, 479-481 
composition of, 30-33 
cultural differences, 626 
diversity of, 30-33 
increase in, 30 
and labor costs, 480 
pay and composition of, 497-498 
productivity, 480-481 
skill levels, 480 
Labor market 

African-Americans in, 194 
case, 177-178 

and competitive advantage, 178 
global, 21 

historical trends, 181-182 
and recruitment sources, 199 
Labor market competition, 462 

Labor relations, 69-70 
case, 567-568 

contract administration, 598-603 

contract negotiation, 591-598 
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Labor relations—Cont. 

customer satisfaction measure, 659 
framework for, 568-570 
goals and strategies 

for management, 571-572 
for society, 571 
for unions, 572 

international context, 606-608 
legal framework, 583-586 
new labor-management strategies, 
600-603 

public sector, 608 
sweatshops, 610-612 
union organizing, 586-591 
union structure, 572-582 
Labor relations outcomes 
case, 605-606 
productivity, 604-605 
profits and stock performance, 

605-606 
strikes, 603-604 
wages and benefits, 604 
Labor shortage, 182, 184 
avoiding, 306 
case, 210-213 
and overtime, 193 
and temporary workers, 189 
Labor statistics, 13 
Labor supply, forecasting, 180-182 
Labor surplus, 182, 184 
Labor unions, 43 
Landrum-Griffin Act, 584 
Language ability of expatriate managers, 
637 

Language barriers, 639-640 
Language skills, 281 
Last-chance notification, 422 
Law of Effect, 494 
Layoff decisions, 423 
Layoffs, 18 

avoiding, 20 
case, 646-647 

Leaderless group discussion, 384 
Leading indicator, 180 
Lead-the-market pay policy, 197-198,684 
Learner control, 286 
Learning, 260 

Learning environment, 268-272 
communities of practice, 271 
experience-based context, 269 
feedback, 271 
instructional events, 269 
observing and interacting, 271 
practice opportunities, 270-271 
training administration, 271-272 
training objectives, 268-269 
training room, 272 
Learning labs, 382 
Learning Network, 286 
Learning opportunities, 160 

Learning organization, 80 
key features, 252 


Legal environment, 33-34, 92-93 
collective bargaining, 583-586 
for equal opportunity enforcement, 
97-102 

executive orders, 231 
federal legislation, 229-231 
global, 626-627 
labor relations, 583-586 
performance management, 365-366 
training programs, 294-297 
union organizing, 586-591 
Legal system 

executive branch, 94-95 
foundarion of, 93-94 
judicial branch, 95 
legislative branch, 94 
Legislative branch of government, 94 
Lifetime employment, 183 
Line managers, 148 
Linking role, 36-37 
Literary audit, 266 
Litigation, 33-34 
damages, 101 

discrimination suits, 365-366 
disparate impact cases, 109-111 
disparate treatment cases, 105-108 
against Home Depot, 91-92 
mixed-motive cases, 108 
over age discrimination, 229-230 
for overtime pay, 436-437, 487-489 
by temporary workers, 191 
unjust dismissal suits, 365-366 
wrongful discharge, 420 
Local unions, 575 
Long-term/short-term orientation, 

622-623 

Lotus Notes, 675 
Lower back disability, 126 
Lower bound of pay level, 462 
Low-skill jobs, 141 
Low-wage employees, 446-449 

Maintenance of membership, 577 
Malcolm Baldrige National Quality 
Award, 26-29, 138 
Management 

of expatriates, 635-645 
glass ceiling, 34 
in global context, 629-645 
in high-performance work system, 
36-37 

of HR environment, 42 
in industrial relations model, 569 
labor relations goals, 571-572 
mentoring programs for, 396-397 
preparation for negotiations, 594-595 
in Russia, 625 

succession planning, 406-408 
transnational representation, 635 
and union organizing campaigns, 589 
union shock effect, 605 
willing to take a strike, 596-597 


Management by objectives, 346-348 
Management development, 380-383 
Management of change processes, 82 
Management quick reviews, 382 
Management support, 273-274 
Managerial pay 

agency costs, 495-496 
criteria for, 514-516 
Manager preparation, 309 
Managers 

with dysfunctional behaviors, 408 
empowering employees, 36-37 
linking-coordinating role, 36-37 
outcome-oriented contracts, 493 
and performance of marginal 
employees, 364-365 
role in performance feedback, 361-363 
selection of, 238 
skills for managing diversity, 32 
source of performance information, 
353-356 

support for training, 256 
transfer of training support, 273-274 
Managing diversity, 31-33 

by adherence to law, 300-302 
case, 453-454 

cycle of disillusionment, 300-302 
definition, 300 
skills for, 32 

successful efforts, 303-305 
at Texaco, 33,304-305 
by training programs, 302-303 
welfare-to-work programs, 305-307 
Mandatory arbitration, 425 
Mandatory retirement programs, 229 
Manhart ruling, 557 
Manufacturing 

flexible systems, 80 
outsourcing, 192-193 
Maquiladoras, 618,634 
Marginal employees, 364-365 
Marginal tax rate, 530-531 
Market forces, 484-485 
Marketing function, 471 
Market pay survey, 463-466 
basic questions, 463 
benchmarking performance, 463 
conflict with job evaluation, 471 
for developing pay structure, 467-469 
and job evaluation, 467-468 
key and nonkey jobs, 465 
rate changes, 465 

Market pressures on pay level, 460-462 
labor market competition, 462 
product market competition, 461-462 
Masculinity-femininity dimension, 622 
Master employee database, 676-678 
MB<\programs, 380-381 
McDonnell Douglas Corporation v. Green, 
107-108 

Measurable job outcomes, 496 
Mechanistic job design, 159-162 
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Mediation, 597 
Medical insurance, 535 
Medicare, 532-533 
Medicare tax, 531 
Megamergers, 73 
Memory capacities, 270 
Mentor, 395 
Mentoring 

career support, 396-397 
developing successful programs, 
395-396 

group programs, 397 
psychosocial support, 396-397 
purpose of, 397 
Mergers and acquisitions, 72 
reason for downsizing, 186 
Merit increase grid, 500-501 
Meritor Savings Bank v. Vinson, 117 
Merit pay 

basic features, 500-501 
characteristics, 499 
criticisms of, 502-504 
Mexico 

executive pay, 482 
health care costs, 545 
hours of work, 541 
maquiladoras, 618,634 
skill levels, 480 
Minimum wage, 485-486 
Minorities 

affirmative action, 118-120 
excluded from training, 296 
glass ceiling, 34, 403-406 
race norming, 229 
racial harassment, 129-131 
turnover rates, 428-439 
Misdirected effort, 365 
Mission statement, 62 
Mixed-motive cases, 108 
Mixed standard scales, 340, 341 
Money purchase plan, 537 
Monotony, 433 
Mosaic, 672 
Motivation, 640 

of employees after downsizing, 187 
of expatriate managers, 637 
in expectancy theory, 495 • 
to learn, 264 

Motivational job design, 160, 162-163 
Multinational companies, 633-634 
Multiple labor contracts, 586 
Multiple production sites, 586 
Multiple regression techniques, 180 
Musculoskeletal Disorders, 696 
Myers-Briggs Type Indicator, 383-384, 
385,398 

National Academy of Sciences, 143, 242 
National Association of Manufacturers, 
575 

National Center for Employee Ownership, 
509 


National Education Association, 572 
National Guard, 476 

National Institute for Occupational Safety 
and Health, 121, 123 
National Institute of Mental Health, 
432-433 

National Labor Relations Act, 531, 571, 
580,598-599,600 
provisions, 583-586 

National Labor Relations Board, 461, 577, 
601, 602 

origin and functions, 584-586 
and union organizing, 586-591 
National Liberation Army, Colombia, 633 
National Organization on Disability, 120 
National Safety Council, 125 
National Society to Prevent Blindness, 

126 

National unions, 572-575 
National Wealth Index, 624 
Needs assessment, 254-255 
Negative affectivity, 430-432 
Negative stereotypes, 302 
Netscape, 672 
Networks, 672 

New Deal legislation, 529, 531 
New economy, 237 

competing in, 13-20, 77 
dot-com failures, 93 
E-businesses, 14-15 
electronic businesses, 14-15 
electronic learning, 382 
employees in, 18-19 
flexible work schedules, 18-19 
noncompete contracts, 431 
skill requirements, 17-18 
structure of, 16-17 
value of knowledge, 17 
Newspaper ads, 201-202 
New technologies 

aid to productivity, 670-671 
case, 685 

client-server architecture, 672 
for compensation systems, 687 
definition, 670 
E-pulse, 688-689 
expert systems, 674-675 
groupware, 675 
for HR function, 684-689 
imaging, 674 

interactive voice technology, 671 
Internet, 671-672 
networks, 672 

for recruitment and selection, 686-687 
relational databases, 672 
for training and development, 687-D88 
New York City Metropolitan 
Transportation Authority, 379-380 
Niche boards, 204-205 
Noncompete contracts, 431 
Nonexempt occupations, 486 
Nonkeyjobs,465-466 


Nontraditional workers, 18-19 
Nonverbal behavior, 640 
North American Free Trade Agreement, 
607, 619 


Occupational groups, 16 
Occupational Information Network, 158 
Occupational Safety and Health Act, 94, 
121 


employee rights, 122-123 
general duty clause, 122-123 
Occupational Safety and Health 
Administration, 121-125, 163-164,696 

citations and penalties, 124 
compliance officers, 123-124 
effect of, 124-125 
inspections, 123-124 
Occupational titles, 158 
OFCCP; see Office of Federal Contract 
Compliance Procedures 
Office of Federal Contract Compliance 
Procedures, 100, 102, 104-105,231 
Ohio State University Institute for 
Ergonomics, 697 

Old Age, Survivors, Disability, and Health 
Insurance, 532-533 
Old boy network, 485 
Old economy businesses, 14 
Older workers, 100 

excluded from training, 296 
lengthening careers of, 188 
Older Workers Benefit Protection Act, 557 
Omnibus Budget Reconciliation Act of 
1993,515 

One-way linkage, 59-60 
Online learning, 285-287 
case, 312-313 

Online recruitment, 204-206 
On-site phase, 299 
On-the-job training, 280-282 
Opportunities, 61 
Opportunity to perform, 274-275 
Organization acculturation, 310 
Organizational analysis, 255-266 
company strategy, 256-258 
support of managers and peers, 256 
training resources, 258-260 
Organizational behavior modification, 
344-345 


Organizational 

Organizational 

management, 

Organizational 

Organizational 

Organizational 

518-519 


commitment, 429-430 
model of performance 
328-330 

psychology, 162 
socialization, 307-310 
strategy, fit with pay level, 


Organizations 

dejobbing, 156 
delayering, 476-477 
Organization structure 
centralization, 142 
configuration, 142-146 
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Organizarion structure—Cont. 
definition, 137-138 
departmentalization, 142 
dimensions, 142 
and nature of jobs, 146 
project-based, 156-157 
work-flow analysis, 137-146 
Organizing campaigns, 588-591 
Orientation programs 
content, 309-310 
at Corning Glass, 309-310 
role of, 308 

Outcome fairness, 420 
Outcome-oriented contracts, 493 
Outcome uncertainty, 496 
Outplacement counseling, 426-427 
Output 

for training, 260-261 
of work, 139 

Outreach and follow-up wellness program, 
547 

Outsourcing 

case, 210-213, 667 
definition, 665 

to eliminate labor shortage, 189 
for employees and services, 192-193 
of HR function, 664-666, 667 
Overhead costs, 294 
Overlearning, 270 
Overtime, 193 

Overtime pay, 436-437, 485-486 
case, 487-489 

Ownership Development, 509 
Ownership pay, 508-510 
characteristics, 499 

Paired comparisons, 338 

Parent country, 629 

Parent-country nationals, 629 

Pareto charts, 351 

Pareto group, 548 

Participation, 115 

Part-time employment, 549 

Patterson v. McLean Credit Union, 97-98 

Pay 

base salary, 641 - {)42 
campa-ratio, 472-473, 500-501 
lead-the-market strategy, 684 
national comparisons, 628 
salary planning, 684 
salary surveys, 684 
skill-based, 477-479 
source of job dissatisfaction, 438-439 
in strategic goals, 458 
tax equalization allowance, 642 
workplace discussions, 461 
Pay bands, 476-477 
Pay comparisons, 460 
Pay cuts, 475 

Pay data, 464-465, 468-469 
Pay decisions, 463 

employee participation, 474-475, 
516-517 


Pay-far-performance plans, 514-516 
Pay for performance, 497-498 
Pay for time not worked, 540 
Pay grades, 469-471 
Pay level, 458 

accumulation effect, 504 
case, 446-449 

with concentration strategy, 518 
crowding hypothesis, 483 
developing job structure, 466-467 
developing pay structure, 467-471 
and efficiency wage theory, 463 
employees as resource, 462-463 
executive pay, 464-465 
of expatriate managers, 635 
with growth strategy, 518-519 
hourly wages, 628 
and job dissatisfaction, 439 
and labor force competitiveness, 

479-481 

lower bound in, 462 
market pay survey, 463-466 
market pressures, 460-462 

labor market competition, 462 
product market competition, 
461-462 

national comparisons, 479-480 
and procedural justice, 503 
range spread, 470 
rate changes, 465 
union effect on, 604 
Pay policy line, 468-469 
Pay program; see also Employee benefits 
agency theory, 495-496 
balanced scorecard method, 512 
case, 505, 513, 520-522 
communication factor, 517 
employee participation, 516-517 
expectancy theory, 495 
fit with business strategies, 518-519 
gainsharing, 510-511, 517 

group incentives, 511-512 
incentive pay, 493 
individual incentives, 504-505 
key questions about, 494 
and labor force composition, 497-498 
managerial and executive pay, 514-516 
merit pay, 500-504 
ownership pay, 508-510 
process and context issues, 516-517 
profit sharing, 506-508 
for recognizing employee 
contributions, 498-513 
reinforcement theory, 494 
stock options, 497 
team awards, 511-512 
Payroll software, 682 
Pay Satisfaction Questionnaire, 439 
Pay structure, 69, 458, 467-471 
case, 457, 487-489 
comparable worth issue, 483-485 
conflicts and consequences, 460 
and cultural differences, 623 


Pay structure—Cont. 

and equal employment opportunity, 
483-485 

and equity theory/fairness, 459 
executive pay, 481 -483 
of expatriate managers, 640-{)42 
geographic regions, 473-474 
globalization, 473-474 
job evaluation, 467-468 
and market forces, 484-485 
and marketing function, 471 
market pay survey, 468-469 
minimum wage, 485-486 
monitoring costs, 472-473 
overtime pay, 485-486 
pay bands, 476-477 
pay grades, 469-471 
pay policy line, 468-469 
prevailing wage laws, 485-486 
problems with job-based pay, 476-479 
range spread, 470 
Pay systems 

skill-based, 310 

and training programs, 310 

Peace Corps, 434 

Peers, source of performance information, 
356 

Peer support, 256, 274 
Pension Benefit Guaranty Corporation, 
536,537 

Pension plans; see Retirement plans 
Pentagon attack, 231 
People skills, 237 
Perceptions, of employees on pay, 

459-460 

Performance 

factors influencing, 260 
focus on improving, 363 
minimizing criticism of, 363 
raw materials of, 328 
recognition of, 363 
Performance appraisals, 388-389 
and competitive advantage, 326 
definition, 328 
employee resistance to, 326 
forced ranking system, 325-326 
and job analysis, 147-148 
politics of, 361 
360-degree appraisals, 358 
360-degree feedback system, 388-389 
and training needs, 265 
upward feedback, 388 
Performance feedback 
basis of, 350 
characteristics, 362-363 
definition, 328 
frequency of, 361-362 
managerial role, 361-363 
ti~ely, 359 

Performance information sources 
customers, 357-358 
frequency of observation, 358 
managers, 353-356 
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Performance information sources—Cont. 
peers, 356 
self, 357 

subordinates, 356-357 
Performance management, 68-69 
across cultures, 332 
administrative purpose, 331 
appraisal politics, 361 
case, 368-369 
components, 327-328 
critical success factors, 333 
definition, 327 

developmental purpose, 331-332 
example, 355 
legal guidelines, 365-366 
of marginal employees, 364-365 
organizational model, 328-330 
and organization strategy, 328-329 
perceived fairness categories, 335 
problems of, 326-327 
rater errors, 358-361 
situational constraints, 329-330 
software applications, 366-367 
software for, 679-680 
strategic purpose, 330-331 
system design, 330 
traditional view of, 326 
Performance management systems, 
655-656 

Performance measurement, 336-353 
attribute approach, 339-341 
in balanced scorecard method, 512 
behavioral approach, 342-346 
comparative approach, 337-339 
evaluation of approaches to, 354 
at Ford Motor Company, 325-326 
quality approach, 349-353 
results approach, 346-349 
Performance measurement criteria, 
332-336 

acceptability, 334-335 
case, 336 

for managerial and executive pay, 
514-516 
reliability, 334 
specificity, 335 
strategic congruence, 333 
validity, 333-334 

Performance planning and evaluation 
systems, 329 
Performance ratings 

graphic rating scales, 339-340 
and merit pay, 500-501 
self-ratings, 357 
targeted distribution of, 338 
unfairness of, 502 
Performer expert system, 674 
Permatemps, 191 

Perpetual motor job design, 161, 164 
Personal dispositions, 430-433 
Personality, 237 

Personality inventories, 236-238 
Personality types, 383-384 


Personal Responsibility and Work 
Opportunity Reconciliation Act, 202 
Person analysis, 255, 260-261 
Person characteristics, 260-261 
Personnel policies 

due process, 198-199 
employment-at-will, 198-199 
image advertising, 199 
internal vs. external recruiting, 

196-197 

lead-the-market pay strategy, 197-198 
Personnel tests, 111 
Pharmaceutical industry, 186 
Phased retirement programs, 189 
Physical ability tests, 234-235 
Physical fitness, 551 
Physical job withdrawal, 428-429 
Physical strains and exertion, 433 
Plaintiff s burden 

in disparate impact, 109-110 
in disparate treatment, 106-107 
Plaintiffs rebuttal 

in disparate impact, 111 
in disparate treatment, 107-108 
Plant closings, 183 
Point factor system, 466-467 
Political-legal forces, global, 626-627 
Polygraph Act of 1988,239 
Population, aging of, 187-188 
Position Analysis Questionnaire, 153-155 
Posttest only, 291 
Power distance, 621 
Practice, 270-271 

communities of, 271 
related to training objectives, 271 
Practice development, 10-11 
Predeparture phase, 299 
Predictive validation, 223-224 
Preemployment inquiries, 231 
Preferential treatment, 229 
Preferred provider organizations, 545-546 
Pregnancy Discrimination Act of 1978, 
540-541 

Prescription drug industry, 435 
Presentation methods 

audiovisual instruction, 279-280 
classroom instruction, 278 
distance learning, 278-279 
President of the U. S., 94 
President's Council on Physical Fitness, 551 
Pretest/posttest, 291 
Pretest/posttest with comparison group, 

291 

Prevailing wage laws, 485-486 
Price elasticity of demand, 462 
Prima facie case, 106 
Principals, 495 

Private employment agencies, 202-203 
Private group insurance 

disability insurance, 535-536 
medical insurance, 535 
Procedural justice, 420-421 
in pay raise decisions, 503 


Process-flow analysis, 351 
Process redesign 

data-flow diagrams, 668 
identifying process, 667 
implementation, 669-670 
prototype, 668 
reengineering, 666-667 
understanding process, 668 
Product demand, and strikes, 596 
Production location decisions, 481 
Productivity 

effect of unions, 604-605 
measures of, 480-481 
from new technologies, 670-671 
Productivity measurement evaluation 
system, 139,348 

Product market competition, 461-462 
Product perishability, and strikes, 596 
Products, lack of substitutes, 586 
Product specifications, 29 
Professional-technical knowledge, 82 
Profits 

and strikes, 596 
union effect on, 605 
Profit sharing plans, 506-508, 537 
characteristics, 499 
Progressive discipline, 422 
Progressive withdrawal, 427-428 
Project-based organization structure, 
156-157 

Promotion patterns, 678 
Promotions, 393-394 
effect of unions, 604 
Protean career, 378 
Prototype, 668 
Psychological constraint, 18 
Psychological contract, 18,378 
Psychological success, 378 
Psychological tests, 383-384, 385, 
398-400 

Psychological withdrawal, 429-430 
Psychosocial support, 396-397 
Public employment agencies, 202 
Public-sector unions, 608 
Punitive damages, 101 
Purchasing power, 640-641 

Quality, 26-29 

Quality approach to performance 
measurement, 349-353 
compatibility issue, 350 
evaluation of, 353 
performance feedback, 350 
statistical process control techniques, 
350-353 

Quantitative ability, 235, 266-267 

Race norming, 229, 235 
Racial harassment charges, 129 
Racism, case, 129-131 
Range spread, 470 
Rank and yank system, 418 
Ranking, 337 
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Rate tanges, 465 
Rater errors, 358-361 

appraisal politics, 361 
contrast error, 360 
distributional errors, 360 
halo errors, 360 
horns errors, 360 
similar-to-me effect, 359 
Rater error training, 360 
Raw materials, 140 
Reacculturation, 642-645 
Reaction outcomes, 289-290 
Readability, 267 
Readiness for training 

awareness of needs, interest, and goals, 
265 

basic skills, 266-268 
definition, 264 
motivation to learn, 264 
self-efficacy, 264-265 
understanding benefits and 
consequences, 265 
work environment, 265-266 
Reading ability, 267-268 
Realistic job preview, 208-209, 307 
Reality check, 400 

Reasonable accommodation, 111-113, 
230-231 
example, 114 
religion, 112 

in training programs, 296-297 
Reasoning ability, 235, 266-267 
Recession, 18,46,306 
Reconsttuction era Civil Rights Acts, 

97-98 

Rectuiters, 206-209 

enhancing impact of, 209 
functional areas, 207 
realism, 208-209 
traits, 207 

Rectuitment, 20—21, 68 
case, 210—213 
dtug store franchises, 435 
new technologies for, 686-687 
online sites, 39 
software for, 675-676 
worldwide, 39 

Rectuitment process, 195-209 

due process policy, 198-199 
employment-at-will, 198-199 
goals, 195 

image advertising, 199 
internal vs. external, 195-199 
lead-the-market pay strategy, 197-198 
personnel policies, 195-199 
Rectuitment sources, 199-206 

advertisements, 301-303 
colleges and universities, 203-204 
direct applicants, 200-201 
electronic, 204-206 
evaluation of, 206 
executive search firms, 203 
internal vs. external, 200 
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private employment agencies, 
202-203 

public employment agencies, 202 
referrals, 200-201 
Reengineering, 666-667 
References, 233-234 
Referrals, 200-201 
Regulatory agencies, 94 
Reid Survey(Test, 240 
Reinforcement theory, 494 
Relational databases, 672 
Reliability 

of references, 234 
of selection standards, 218-222 
standards for, 220—222 
true scores and measurement of, 
219-220 

Religious accommodation, 112 
Relocation allowance, 642 
Repatriation phase, 299-300 
Repetitive stress injuries, 696 
Replacement workers, 596 
Repurposing, 286-287 
Request for proposal, 259 
Resource allocation, 53 
Resourcefulness, of expatriate managers, 
637 

Resttucturing, 663-664 
Results approach to performance 
measurement 
evaluation of, 348-349 
management by objectives, 346-348 
productivity measurement and 
evaluation, 348, 349 
Results of training, 290 
Resumix software, 674, 678 
Retaliation, 113-115 
Retention, 25 
rates, 418 
strategy, 20 

of top performers, 418-419 
Retirement plans 
case, 527-528 
communication, 538-539 
defined benefit, 536 
defined contribution, 537 
funding, 538-539 
international comparisons, 539 
nondiscrimination tules, 556-557 
Social Security, 532-533 
summary plan description, 538 
vesting rights, 538-539 
Return on investment 

cost-benefit analysis, 293 
from training programs, 290 
Reverse discrimination, 118-120 
Rightsizing, 74-77 
Right-to-work laws, 577 
Risk aversion, 496 

Risks of doing business overseas, 633 

Role, 434-435 

Role ambiguity, 436 


Role analysis technique, 437-438 

Role behaviors, 70—71 

Role conflict, 436 

Role dissatisfaction, 433-438 

Role overload, 436 

Role plays, 386 

Role underload, 436 

Russia, management in, 625 

Sabbaticals, 395 

Safe practices, 126 

Safety, customer satisfaction measure, 

659 

Safety awareness programs 

identifying and communicating 
hazards, 125-126 

international promotion, 126-127 
reinforcing safe practices, 126 
Safety incentive program, 126 
Salary planning, 683 
Salary surveys, 683 
Salespersons, 270 
Scattergrams, 353 
Scenario analysis, 65-66 
Scholastic Aptitude Test, 210-220, 
222-223 

Scientific management, 161-162 
Section 401 (K) plans; see 401 (K) plans 
Securities and Exchange Commission, 
197-198 

reports on executive pay, 515 
Selection, 68 

of expatriate managers, 636 
and job analysis, 147 
new technologies for, 686-687 
software for, 675-676 
Selection methods 

background checks, 217-218 
case, 244-245 

cognitive ability tests, 235-238 
dtug tests, 238-239 
honesty tests, 238-239 
interviews, 232-233 
personality inventories, 236-238 
physical ability, 234-235 
references and biographical data, 
233-234 

summary of, 241 
work samples, 238 
Selection method standards 
generalizability, 226-227 
legality, 229-231 
reliability, 218-222 
utility, 227-228 
validity, 222-226 
Selection tests, 365 
Self Access Learning Center, 281 
Sel(assessment, 398-400 
Self-directed learning, 281 -282 
Self-Directed Search, 398 
Self-efficacy, 264-265 
Self-management skills, 275-276 
Self-managing work teams, 162 
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Self-ratings, 357 
Self-reports, 439 
Self-selection, 200-201 
Seniority, 604-605 
Sensing preference, 383 
Separation 

of counterproductive employees, 
418-419 

layoff decisions, 423 
Service bureaus, 682 
Service centers, 663-664 
Service industries, 357-358 
Service occupations, 16-17 
Settling-in phase, 308-310 
Sexual harassment, 115-118 
Sexual harassment charges 1991-2000, 
116 

Shift differentials, 197 
Shop-floor cooperation, 602 

Short-term orientation, 622-623 

Sick leave pay, 540 

Silicon Valley labor market perks, 552 
Similar-to-me effect, 359 
Simple ranking, 337 
Simulation, 282-283 
in-basket, 386 

Situational constraints, 265 

Situational interviews, 232-233 
Six Sigma process, 29 
Skill-based outcome, 289 
Skill-based pay, 310, 477-479, 499 
Skill levels, 480 

low-skill jobs, 141 
requirements, 160 
Skills 

basic, 266-268 
in career development, 378 
of expatriate managers, 636 
in high-performance work systems, 
35-36 

of HR professionals, 9 
measurement, 386-387 
monitoring, 38 
for new economy, 17-18 
new economy requirements, 17-18 
self-management, 275-276 
Skills gap, 18 
Skills inventories, 681 
Skill variety, 162 
Slavery, 97 

Small Business Administration, 696 
SMART program, 281, 421-422 
SMEs; see Subject-matter experts 
Social insurance programs, 532-535 
Social interaction, 160 
Socialization 

anticipatory, 307 
encounter phase, 308 
program content, 307 
settling-in phase, 308-310 
Social Security 

as employee benefit, 532-533 
tax, 531 


Social Security Act of 1935, 202,529, 
532-533 

Social support, 265 
Society, and labor relations, 571-572 
Society for Human Resource 
Management, 12 
Global Forum, 646 
Software 

browsers, 672 

groupware, 675 

for HR planning, 678-679 

for pay and benefits, 682-684 

performance management, 679-680 

for performance management, 

366-367 

Resumix, 674, 678 
staffing applications, 675-678 
for training and development, 680-682 
Solid performers, 365 
South Korea 

health care costs, 545 
hours of work, 541 
Spare time, 160 
Specialization, 160 
Specific difficult goals, 347 
Specificity, 335 

Staffing, customer satisfaction measure, 

658 

Staffing applications software 

affirmative action requirements, 676 
applicant recruiting and tracking, 
675-676 

for decision making, 680 
master employee database, 676-678 
Staffing shortages, 435 
Stakeholder challenge, 41—42 
Stakeholders, 29 

balanced scorecard method, 23-26 
customers, 26-29 
definition, 23 
labor force, 30-33 
and legislation/litigation, 33-34 
meeting needs of, 23-35, 64 
Standard deviation rule, 109-11 
Standards of quality, 29 
Starting population file, 678 
State right-to-work laws, 577 
Statistical forecasting methods, 179-180 
Statistical process control techniques, 
350-353 

Status inconsistencies, 551 
Steady-state companies, 69 
Steel minimills, 71 
Steelworkers' Trilogy, 599 
Stereotypes, 302 
Stock market decline, 527-528 
Stock option plans, 197-198 
Stock options, 497, 508, 509 
indexed,520-522 

Stock performance, union effect on, 605 
Stock returns, 537 
Strategic business partner, 10-11 
Strategic choice, 61 


Strategic congruence, 333 
Strategic competitive advantage; see 
Competitive advantage 
Strategic human resource executives, 

81-82 

Strategic human resource management, 55 
Strategic management 
case, 84-86 
components, 55-57 
decision making process, 59 
evaluation and control, 77 
goal of, 54 

of HR function, 652-656 
linkages with HR, 57-58 
model, 56 
at Motorola, 78-79 
nature of, 55 
Strategic partner, 8 
Strategic planning, in HR planning, 

183-193 

Strategic types, 70-71 
Strategies 

decisions about competition, 57-58 

definition, 55 

at Delta, 53-54 

directional, 71-74 

emergent, 78-80 

fit with pay level, 518-519 

generic, 55, 70 

and performance management, 329 
Strategy evaluation and control, 77 
Strategy formulation, 55-57 
components, 60-65 
definition, 136-137 
at Delta, 63-65 
HR linkages, 58-60 
at IBM, 135-136 

Strategy implementation, 57, 65-77 
definition, 136-137 
at Delta, 76-77 
HR practices, 67-70 
strategic types, 70-71 
variables in, 65 
Strikes 

alternatives to, 597-598 
case, 567-568 

and grievance procedures, 598-600 
management willingness, 596-597 
number of work stoppages, 603-604 
preparation for, 595 
public-sector unions, 608 
and replacement workers, 596 
Strong-Campbell Interest Inventory, 398 
Subject-matter experts, 150, 155,263-264 
Subordinates 

in performance feedback, 362-363 
source of performance information, 
356-357 

Substitutes, lack of, 586 
Succession planning, 406—408 

customer satisfaction measure, 659 
software for, 678 
Summary plan description, 538 
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Supervisors 

benefits, 438 
problems with, 354-355 
during union organizing, 590 
Support networks, 274 
Survey-feedback interventions, 441-445 
Surveys, 668 

of employee benefits, 543 
Sweatshops, 154,610-612 
SWOT analysis, 61 
System-level learning, 252 

Taft-Hartley Act, 577, 584, 587, 598 
Talent drain, 407-408 
Tardiness, 429 
Task significance, 162 
Task analysis, 255, 261-264 
example, 263-264 
purpose, 261 
steps, 261-263 

Task analysis inventory, 155 
Task complexity, 433 
Task dissatisfaction, 433-438 
Task/goal clarity, 160 
Task identity, 162 

Tasks, duties, and responsibilities, 148-149 

Task significance, 160, 162 

Task simplification, 160 

Task statement questionnaire, 262 

Task type, 274-275 

Task variety, 160 

Tax equalization allowance, 642 

Tax treatment 

employment benefits, 529-531 
of expatriates, 641 
flexible spending accounts, 555-556 
national comparisons, 628 
unemployment insurance, 533-534 
TORs; see Tasks, duties, and 
responsibilities 

Team award plans, 511-512 
Team-based job redesign, 143 
Team leader training, 288 
Teamsters Union, 601 
Team training, 288 
Teamwork, 237 

Teamwork for Employees and Mana.gers 
Act, 601 

Technic of operations review, 125 
Technological advances 

aid to outsourcing, 192-193 
reason for downsizing, 186 
Technology; see also New technologies 
aid to performance management, 
366-367 

current HR functions, 670 
to ease foreign assignments, 298 
and strikes, 596 
Technology transfer, 276 
Telemarketing, 498 
Telework, 151 

Tell-and-listen approach, 362-363 


Tell-and-sell approach, 362-363 
Temporary assignments, 394-395 
Temporary workers, 189-191, 549 
at Microsoft, 191 
permatemps, 191 

Terrorist attack of 2001, 159, 177-178, 
231,417-418 
and globalization, 617 
impact on expatriates, 644 
Test-retest reliability, 210-220,334 
Thinking preference, 383 
Third-country nationals, 629 
Thirteenth Amendment, 96, 97 
Threats, 61 

Three-factor job evaluation system, 
466-467 

360-degree feedback systems, 388-389 
360-degree performance appraisals, 358 
TIAA-CREF, 515 
Time-series analysis, 292 
Title VII, 94, 96, 98, 111, 112, 114-115, 
117 

amendments, 100-102 
Total customer satisfaction teams, 434 
Total quality management, 26, 349 
Tournament model of job transition, 407 
Tradition, 496 

Traditional activities, 652, 653, 664 
Traditionalists, 31 
Training, 68 

aligned with business strategy, 258 
benefits, 290 

benefits to companies, 250-251 
on coaching skills, 398 
compared to development, 377 
continuous learning, 251 -252 
cost information, 293, 294 
customer satisfaction measure, 658 
to deduce rater errors, 360 
definition, 251 

determination of benefits, 295 
direct and indirect costs, 290 
expatriate managers, 638-640 
high-level strategy, 251-253 
and job analysis, 147 
new technologies for, 687-688 
situational constraints, 265 
social support, 265 
software for, 680-682 
strategic role, 250 
at Tires Plus, 249-250 
Training administration, 271-272 
Training context, 269 
Training methods, 276-289 
action learning, 288-289 
adventure learning, 287-288 
apprenticeship, 282 
business games and case studies, 
283-284 

E-learning, 285-287 
group-building methods, 287 
hands-on methods, 280 


Training methods—Cont. 

on-the-job training, 280-282 
overview, 276-278 
presentation methods, 278-280 
simulations, 282-283 
team training, 288 
Training needs, 265 
Training objectives, 268-269 
Training outcomes 
affective, 289-290 
cognitive, 289 
evaluation designs, 291-293 
reaction, 289-290 
results, 390 
skill-based, 289 
Training programs 

Arthur Andersen Company, 292-293 
case, 312-313 

cost-benefit analysis, 660-662 
cross-cultural preparation, 297-300 
determining return on investment, 293 
development time, 259-260 
evaluation designs, 291-293 
evaluation of, 289-294 
formal education, 380-383 
at Georgia-Pacific, 267-268 
instructional design process, 253-254 
legal issues, 294-297 
for managing diversity, 302-303 
orientation, 307-310 
pairing workers with employees, 

320-322 

and pay system, 310 
reasons for evaluating, 290-291 
request for proposal, 259 
return on investment, 290 
for self-management skills, 275-276 
socialization, 307-310 
training outcomes, 289-290 
Training resources, 258-260 
Training room, 272 
Training systems, 253-294 

engagement support, 273-274 
learning environment, 268-272 
needs assessment, 254-255 
organizational analysis, 255-260 
peer support, 274 
person analysis, 255, 260-261 
readiness for training, 264-268 
selection of method, 276-289 
support network, 274 
task analysis, 255, 261-264 
transfer of training, 272-276 
Transactional activities, 652, 653, 664 
Transaction processing, 670 
Transfer of training 
action plan, 274 
climate for transfer, 272-273 
electronic performance support 
systems, 275 

manager support, 273-274 
opportunity to perform, 274-275 



Subject Index 739 


Transfer of training—Cont. 
peer support, 274 
self-management skills, 275-276 
support networks, 274 
Transfers, 392-393 

Transformational activities, 652, 653, 664 
Transitional matrix, 181-182 
Transnational process, 635 
Transnational representation, 635 
Transnational scope, 634-635 
Turnover 

case, 417-418, 446-449 
involuntary, 419-427 
voluntary, 419, 427-445 
Two-way linkage, 60 

UAW v. Johnson Controls, 107 
Uncertainty avoidance, 622 
Underutilizers, 365 
Undue hardship test, 231 
Unemployment, in Great Depression, 583 
Unemployment insurance, 533-534 
Unemployment rate, 46 
Unfair labor practices 
by employers, 584 
examples, 585 
by unions, 584 

Uniform Guidelines for Employee Selection 
Procedures, 103-104, 365 
Uniform resource locator, 672 
Union authorization cards, 586-587 
Union grievance, 599 
Unionization 

of auto industry, 579-580 
case, 567-568 

and high-tech industries, 582 
vote against, 579 
Union-management interaction 

contract administration, 598-603 
labor contract negotiations, 591-598 
legal framework, 586-591 
organizing unions, 586-594 
Union membership 
associate, 590-591 
in Canada, 577-578 
density among wage and salary 
workers, 578 

and economic change, 577-578 
effect of globalization, 607-608 
and employee seniority, 604-605 
increased employer resistance, 

578-581 

national comparisons, 607 
reasons for decline, 577-582 
Union representation election, 586-587 
Unions 

bargaining power, 577-579 
benefit to society, 571 
campaign issues, 588 
corporate campaigns, 591 
craft or industrial, 572-574 
decertification, 587 


Unions—Cont. 

effect on productivity, 604-605 
effect on wages and benefits, 604 
employer resistance to, 578-581 
goals and strategies, 571-572 
government regulation as substitute, 
581 

HR function as substitute, 581 
impact on employee benefits, 531 
labor relations outcomes, 603-606 
legal framework, 583-586 
local, 575 

national and international, 572-575 
organizing campaigns, 588-591 
public sector, 608 
reasons for joining, 586 
resistance to employee involvement 
programs, 600-603 

shock effect on management, 604-605 
unfair labor practices, 584-585 
Union security provisions, 575-577 
Union shop, 577 
Union wage effect, 604 
United Auto Workers, 75,575 
compact with General Motors, 

508-510 

and Nissan Motors, 579 
unionization of auto industry, 579-580 
United Kingdom 

health care costs, 545 
hours of work, 541 
United States 

executive pay, 482 

health care costs, 545 

labor force competitiveness, 479-481 

leadership in ending discrimination, 

627 

number of work stoppages, 603 
as seen by others, 639 
United States Chamber of Commerce, 

543 

United States Constitution, 93-94 
amendments, 97 

United States Court of Appeals, 95 
United States District Courts, 95 
United States Employment Service, 202 
United States Office of Personnel 
Management, 102 

United States Supreme Court, 95; see also 
Court cases 

United Steelworkers, 575 

United Steelworkers of America, 124 

United Way, 378 

University of California, 97 

University recruiting, 203-204 

Unjust dismissal cases, 365-366 

Unpaid leave, 540-541 

Upper bound of pay level, 462 

Upward feedback, 388 

Utility, 227-229 

Utility analysis, 660-662 

Utilization analysis, 104 


Vacation pay, 540 

Valence of pay outcomes, 495 

Validation 

concurrent, 223-224 
content, 225-226 
in expatriate transition, 644 
predictive, 223-224 
Validity 

content validation, 225 
criterion-related, 222-225 
definition, 222 

of performance measures, 334 
of references, 234 
Validity coefficients, 226-227 
Validity generalization, 227 
Validity of performance criteria, 333-335 
Value creation, 70 
Values, 62 

and job satisfaction, 430 
Verbal behavior, 640 
Verbal comprehension, 235, 266-267 
Vesting rights, 538-539 
Video, interactive, 284 
Videoconferencing, 279 
Videotape, for feedback, 271 
Video training, 279-280 
Vietnam Era Veteran's Readjustment Act 
of 1974, 100 

Violence, workplace, 420 
Virtual expatriate, 298 

Virtual reality, 283 
Virtual representative, 276 
Virtual teams, 36, 37 

Vocational Rehabilitation Act, 96, 99, 230 

Voice mechanisms, 604 
Voicing, 444 

Voluntary affirmative action programs, 
194-195 

Voluntary turnover, 419 
Voluntary turnover management 

job satisfaction, 430 

job withdrawal process, 427-430 
measuring and monitoring job 
satisfaction, 439-441 
sources of job dissatisfaction, 430-439 
survey-feedback interventions, 

441-445 

Wage and price controls, 529 
Wagner Act; see National Labor Relations 
Act 

Walsh-Healy Act of 1936, 486 
Want ads, 201-202 

Wards Cove Packing Co. v. Atonia, 95, 110 
War Labor Board, 598 
Watson v. Fort Worth Bank, 232 
Welfare reform, 202 
,Welfare-to-work programs, 305-307 
Wellness programs, 662 
Whistle-blowing, 428 
White-collar workers, overtime pay, 

487-489 
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"Why CEOs Fail," 237 
Wisconsin, collective bargaining 
legislation, 608 
Women 

in careers at Procter and Gamble, 405 
comparable worth issue, 483-485 
employee benefit rules, 557 
excluded from training, 296 
on expatriate assignments, 636 
glass ceiling, 34, 403-406 
in labor force, 483 
sexual harassment and, 115-118 
turnover rates, 428-439 
and unions, 582 
W onderlic Personnel Test, 111 
Work environment, 265-266 
Worker autonomy and feedback, 602 
Worker protection, 183 
Workers Against Discrimination, 129 


Workers' compensation, 534-535 
Work-flow analysis 
inputs, 140-142 
and job design, 159 
and organization structure, 137-146 
outputs, 139 
processes, 139-140 
Work-flow design, 137 

process analysis, 139-140 
Workforce 

aging of, 187-188 
balance, 104 

employee benefits, 549-552 
strengths and weaknesses, 63 
Workforce diversity, 300-307 
Work-force utilization review, 194 
Work inputs, 140-142 
Work outputs, 139 
Workplace dynamics analysis, 679 


Workplace ergonomics, 696-697 
Workplace planning module, 679 
Workplace profile analysis, 679 
Workplace violence, 420 
Work processes, 139-140 
Work redesign, 147 
Work samples, 238 
Works' councils, 608, 627 
Work segmentation, 434 
Work teams, 36, 37 
World Bank, protests against, 141 
World Trade Center attack, 178, 179, 231, 
417-418 

World Trade Organization, 620 
World Trade Organization, protests 
against, 141 

World Wide Web, 671-672 
Wrongful discharge suit, 420 



